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SBA'S  BUDGET  PRIORITIES 


WEDNESDAY,  MAY  19,  1993 

House  of  Representatives, 
Committee  on  Small  Business, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10:52  a.m.,  in  room 
2359-A,  Rayburn  House  Office  Building,  Hon.  John  J.  LaFalce 
(chairman  of  the  committee),  presiding. 

Chairman  LaFalce.  The  Small  Business  Committee  will  come  to 
order. 

First,  I  would  like  to  apologize  for  being  late,  but  we  discovered 
this  morning  that  not  only  was  President  Clinton  coming  to  the 
Democratic  Caucus,  but  that  he  would  not  be  coming  at  the  begin- 
ning of  the  Democratic  Caucus,  8:15,  as  I  originally  thought;  he 
would  be  coming  at  9:30,  and  it  did  not  conclude  until  about  10 
minutes  or  so  ago.  So  it  was  a  question  of  meeting  with  you  or  the 
President,  Mr.  Bowles. 

Mr.  Bowles.  You  made  a  good  choice. 

Chairman  LaFalce.  We  had  a  tough,  tough  time  on  it,  but  we 
made  that  decision.  I  hope  everyone  was  notified  as  early  this 
morning  as  was  possible.  So,  sorry  to  inconvenience  the  Adminis- 
trator and  Members  of  the  minority,  but  I  am  sure  you  understand. 

Because  of  that  my  staff  has  prepared  an  absolutely  brilliant 
opening  statement.  If  nobody  objects,  I  would  simply  insert  it  in 
the  record  as  if  read,  and  dispense  with  reading  it. 

[Chairman  LaFalce's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Mr.  Bowles,  this  is  your  maiden  voyage 
before  the  Small  Business  Committee.  Based  upon  the  conversa- 
tions that  I  have  had  with  you  and  your  record,  I  certainly  believe, 
and  I  say  this  very  sincerely,  that  you  have  the  capacity  to  be  the 
finest  Administrator  of  the  SBA  in  the  history  of  the  agency.  As 
chairman  of  this  committee,  I  look  forward  to  working  with  you  to 
help  make  sure  that  comes  about,  and  I  think  it  is  going  to  come 
about.  We  are  delighted  to  have  you  here  this  morning. 

I  now  call  upon  the  ranking  minority  member,  Mrs.  Meyers,  for 
any  statement  she  wants  to  make.  I  hope  at  least  the  Members  of 
my  side  of  the  aisle  will  emulate  my  outstanding  leadership  in  not 
reading  my  opening  statement. 

[Laughter.] 

Chairman  LaFalce.  Mrs.  Meyers. 

Mrs.  Meyers.  Mr.  Chairman,  I  will  make  just  a  few  comments, 
and  I  would  like  to  thank  you  for  asking  our  new  Administrator, 
Erskine  Bowles,  to  come  before  the  committee  and  testify  on  the 
SBA's  fiscal  year  1994  budget  request.  I  think  it  is  fair  to  say  that 

(1) 


Mr.  Bowles  has  had  a  whirlwind  1 V^  weeks  on  the  job,  my  having 
crossed  paths  with  him  a  few  times,  quite  a  few  times,  last  week 
during  the  Small  Business  Week  activities.  Now  he  is  here  to  ex- 
plain and  to  defend  his  agency's  budget  request  as  well  as  discuss 
any  overall  goals  he  has  developed  for  the  SBA.  Frankly,  I  think  he 
deserves  our  admiration  for  the  way  he  has  hit  the  ground  running 
in  his  new  position,  and  I  really  look  forward  to  working  with  him. 

Mr.  Chairman,  I  must  say,  having  looked  over  the  summary  of 
the  SBA's  proposal  and  spent  some  time  yesterday  with  Larry 
Rosenbaum,  who  did  a  tremendous  job  in  helping  us  decipher  this 
SBA  budget,  and  with  Kris  Swedin.  If  members  do  not  understand 
the  budget  proposals,  we  certainly  cannot  defend  them;  not  to  the 
Appropriations  Committee,  not  to  the  Rotary  Club  back  home.  We 
need  what  I  call  a  real  kindergarten  explanation  of  this  budget, 
and  of  the  programs. 

I  think  one  of  the  things  that  has  made  talking  about  the  SBA 
budget  difficult  is  that  in  other  agencies  what  they  are  doing  with 
the  money,  sometimes  you  can  see  it.  It  is  much  more  easy  to  un- 
derstand. But,  trying  to  explain  an  SBIC,  or  an  SBDC,  or  a  CDC,  or 
an  SBI  to  people,  and  the  difference  in  all  of  those  programs  is 
very  difficult,  and  the  mechanics,  the  financial  mechanics  of  all  of 
those  are  difficult.  We  have  got  to  have  a  really  good  understand- 
ing on  this  committee. 

Some  of  your  proposals,  most  notably  the  decrease  in  the  guaran- 
tee level  for  the  7(a)  Program,  have  been  part  of  other  administra- 
tions' budget  requests  for  the  SBA.  Others  may  not  be  as  familiar 
to  Members.  This  hearing  is  the  beginning  of  what  I  hope  will  be 
an  extensive  dialog  on  SBA  Programs,  their  functions,  and  their 
funding  levels. 

While  our  Administrator  has  been  on  the  job  a  grand  total  of 
about  8  days,  I  hope  that  today  or  in  the  near  future  this  commit- 
tee can  have  an  opportunity  to  discuss  some  long-term  goals  for  the 
agency.  Many  of  us  are  very  impressed  with  your  background  in 
small  business  finance  and  look  forward  to  hearing  your  sugges- 
tions for  making  the  SBA  function  more  efficiently.  I  am  very 
pleased  that  you  are  here  today,  Administrator  Bowles. 

Thank  you  very  much,  Mr.  Chairman,  for  calling  this  hearing. 

[Mrs.  Meyers'  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Thank  you.  After  the  chairman  and  ranking 
minority  member,  I  think  we  ought  next  to  ask  if  there  are  any 
individuals  from  North  Carolina  who  would  like  to  be  heard  from 
this  morning. 

Mr.  Lancaster.  Mr.  Chairman,  I 

Chairman  LaFalce.  Mr.  Lancaster. 

Mr.  Lancaster.  I  will  be  very  brief,  and  with  her  permission, 
will  speak  for  Mrs.  Clayton  as  well. 

We  North  Carolinians  welcome  who  I  agree  with  you,  Mr.  Chair- 
man, is  going  to  be  the  best  Administrator  in  the  SBA's  history. 
We  look  forward  to  working  with  him,  and  this  committee,  as  he 
carries  out  the  responsibilities  he  has  been  given  by  the  President. 

Welcome,  Mr.  Bowles. 

Mr.  Bowles.  Thank  you. 

Chairman  LaFalce.  Thank  you. 

Mrs.  Clayton. 


Mrs.  Clayton.  He  said  it  well.  We  will  have  an  opportunity  to 
question  him. 

Chairman  LaFalce.  All  right.  The  former  chairman  of  the  Small 
Business  Committee  is  still  a  member  of  the  committee,  and  he  is 
also  the  chairman  of  the  Appropriations  Subcommittee  which  has  a 
bit  of  a  voice  over  the  future  of  the  SBA  also,  Mr.  Neal  Smith,  from 
Iowa. 

Mr.  Smith.  I  just  want  to  welcome  the  new  director  of  SBA  and 
say  I  really  look  forward  to  working  with  you,  because  I  think  you 
have  the  right  background,  and  I  am  anxious  to  see  you  in  your 
new  job. 

Chairman  LaFalce.  We  also  have,  Mr.  Bowles,  a  representative 
from  New  Hampshire  who  worked  quite  closely  with  your  predeces- 
sor and  trying  to  be  of  special  assistance  to  New  Hampshire  plights 
and  their  serious  credit  crunch  problems.  I  know  he  is  very  inter- 
ested in  that  and  others  matters.  Mr.  Zeliff. 

Mr.  Zeuff.  Thank  you,  Mr.  Chairman. 

Administrator  Bowles,  I,  as  I  told  you  one  on  one,  wish  you  well. 

Mr.  Bowles.  Thank  you. 

Mr.  Zeliff.  This  is  one  Republican  that  is  very  impressed  with 
your  background,  and  I  am  sure  there  are  others  as  well.  But  I 
have  heard  nothing  but  really  good  things  about  you,  your  commit- 
ment, and  the  great  things  that  we  can  look  forward  to.  So  looking 
forward  to  working  with  you.  Obviously,  the  budget  is  a  good  place 
to  start,  and  I  would  ask  unanimous  consent  to  put  my  whole  state- 
ment in  the  record. 

Chairman  LaFalce.  Without  objection,  so  ordered. 

[Mr.  Zeliff  s  statement  may  be  found  in  the  appendix.] 

Mrs.  Meyers.  Mr.  Chairman,  I  would  ask  unanimous  consent  to 
put  the  statements  of  Jim  Ramstad  and  Ron  Machtley  in  the 
record. 

Chairman  LaFalce.  Without  objection,  so  ordered. 

[Mr.  Ramstad's  and  Mr.  Machtley's  statements  may  be  found  in 
the  appendix.] 

Mrs.  Clayton.  Mr.  Chairman,  may  I  also  enter  my  statement  in 
the  record,  since  I  did  not  read  it  into  the  record. 

[Mrs.  Clayton's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Everyone  who  has  an  opening  statement 
will  have  it  entered  as  if  it  were  read.  Thank  you  very  much. 

Welcome,  Mr.  Bowles.  The  floor  is  yours. 

Mr.  Bowles.  Thank  you. 

Chairman  LaFalce.  Please  proceed. 

TESTIMONY  OF  ERSKINE  B.  BOWLES,  ADMINISTRATOR,  U.S. 
SMALL  BUSINESS  ADMINISTRATION 

Mr.  Bowles.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman  and  members  of  the  committee,  I  do  appreciate 
this  opportunity  to  appear  before  you  today.  Accompanying  me  is 
Larry  Rosenbaum,  who  is  the  Comptroller  of  our  agency. 

Chairman  LaFalce.  Mr.  Bowles,  so  that  we  might  get  to  know 
the  other  members  of  the  SBA,  I  wonder  if  the  other  members  of 
the  SBA  who  are  here  would  raise  their  hand  and  perhaps  be  iden- 
tified either  by  you  or  by  themselves  by  name  and  position. 


Ms.  SwEDiN.  I  am  Kris  Swedin.  I  work  in  the  Office  of  Congres- 
sional Legislative  Affairs. 

Mr.  Whitmore.  I  am  John  Whitmore,  Chief  Financial  Officer. 

Chairman  LaFalce.  That  is  it? 

All  right,  thank  you. 

Mr.  Bowles.  Thank  you,  sir. 

I  am  very  excited  to  be  serving  as  the  new  Administrator  of  the 
SBA.  As  Mrs.  Meyers  said  just  a  few  minutes  ago,  I  am  very  new, 
having  only  been  on  the  job  for  10  days.  However,  what  excites  me 
about  this  job  is  it  truly  gives  me  that  unique  opportunity  to  both 
serve  my  country  and  utilize  the  business  skills  I  have  worked  so 
long  and  hard  to  establish  over  the  last  24  years. 

I  would  like  to  first  talk  to  you  briefly  about  my  vision  for  the 
SBA. 

My  vision  for  the  SBA  truly  reflects  the  President's  vision  for 
small  business.  This  President  fully  understands  the  absolutely 
critical  role  that  small  business  plays  in  our  economy.  Let  there  be 
no  question  in  your  mind  that  President  Clinton  is  determined  to 
do  whatever  is  necessary  to  help  small  business  create  the  jobs  this 
economy  must  have  to  move  forward  again. 

President  Clinton  has  set  four  priorities  for  me  as  head  of  the 
Small  Business  Administration.  I  want  you  to  know  what  they  are, 
because  I  want  to  be  held  accountable. 

First,  we  must  do  our  part  to  end  the  credit  crunch.  We  must 
find  ways  to  free  up  capital  for  investment  in  small  businesses. 
Small  businesses  are  starved  for  capital.  You  know  it,  I  know  it, 
and  the  President  knows  it. 

President  Clinton,  I  believe,  has  already  taken  a  giant  step  for- 
ward in  this  regard  by  removing  the  unnecessary  and  costly  re- 
strictions on  banks  that  prevent  them  from  making  character 
loans.  But  we  must  do  more.  Small  businesses  cannot  grow  and 
cannot  create  jobs  without  capital.  It  is  as  simple  as  that.  With 
your  help,  we  are  going  to  do  something  about  it. 

Second,  we  must  get  rid  of  the  unnecessary  paperwork  and  bu- 
reaucratic regulations  that  inhibit  both  the  growth  and  productivi- 
ty of  small  business.  Government  regulations  have  a  disproportion- 
ately adverse  effect  on  small  businesses.  The  President  wants  me  to 
attack  this  issue  head-on,  and  I  promise  you  that  is  exactly  what  I 
am  going  to  do. 

Third,  we  must  restructure,  reorganize,  and  reinvigorate  the 
SBA  so  that  it  operates  in  a  more  efficient,  effective  manner,  and 
so  that  it  truly  serves  our  customers,  and  customer  is  a  word  that  I 
do  not  use  lightly.  Our  customers  are  the  men  and  women  who 
own  and  operate  small  businesses  throughout  this  country. 

Finally,  the  President  wants  the  SBA  to  be  his  eyes  and  ears  in 
the  small  business  community.  I  promise  you  the  SBA  will  be  just 
that.  I  think  Congresswoman  Meyers  saw  last  week  the  President's 
commitment  to  small  business.  I  think  you  were  at  most  of  the 
functions  we  had.  We  had  the  President  come  in  twice.  We  had  the 
Vice  President  come  in  once.  We  had  two  members  of  the  Cabinet 
come  in.  This  President  is  committed  to  small  business  and  com- 
mitted to  the  SBA. 

I  have  promised  the  President  that  the  SBA  will  serve  as  his  lis- 
tening post,  hearing  the  concerns  and  ideas  of  small  business.  I,  in 


turn,  plan  to  report  these  concerns  directly  to  the  President,  there- 
by ensuring  that  small  business  has  a  place  at  the  economic  table 
in  the  Clinton  administration. 

My  vision  for  the  SBA  truly  reflects  my  business  background.  It 
reflects  a  leaner,  more  eflicient,  more  effective  organization  that  is 
focused — focused  on  meeting  the  needs  of  small  business.  My  vision 
also  reflects  an  organization  that  champions — and  I  want  to  stress 
that  word  "champions" — champions  the  needs  of  small  business  at 
the  highest  levels  of  Government,  guaranteeing  small  business  a 
place  at  the  economic  table. 

I  am  very  pleased  that  I  will  have  a  chance  to  work  with  and 
learn  from  the  members  of  this  committee  and  your  staffs. 

Mr.  Chairman,  with  your  permission,  I  would  now  like  to  give  an 
abbreviated  version  of  my  longer  statement  which  I  will  submit  for 
the  record.  Thank  you. 

As  you  all  well  know,  we  have  a  shortfall  in  our  1993  7(a)  Pro- 
gram. Our  funds  ran  out  on  April  27,  1993.  The  administration  sup- 
ports the  House  Appropriation  Committee's  supplemental  appro- 
priation bill  for  $181  million  in  loan  subsidy  authority  to  support 
the  7(a)  Program,  a  program  that  totals  $3.3  billion. 

Mr.  Chairman,  I  understand  this  bill  may  come  before  you  in  the 
not  too  distant  future.  When  it  does  I  look  forward  to  working  with 
you  for  its  passage. 

Now  I  would  like  to  highlight  the  most  significant  proposals  of 
our  fiscal  year  1994  budget  request. 

Chairman  LaFalce.  I  would  be  remiss  if  we  did  not  give  special 
thanks  to  Chairman  Neal  Smith.  I  have  worked  with  him  to  try  to 
get  not  only  the  $141  million,  but  the  $181  million,  and  there  is  no 
question  we  would  not  have  been  successful  unless  he  were  able  to 
do  it  as  Chairman  of  the  Subcommittee  on  Appropriations. 

Mr.  Smith.  Thank  you  for  those  kind  words,  but  I  also  want  to 
take  this  opportunity  to  say  that  it  has  been  sort  of  a  bipartisan 
thing,  because  this  involves  325,000  jobs.  We  hear  a  lot  of  people 
talking  about  jobs.  They  say  a  program  is  going  to  cost  $1  or  $2 
billion,  but  when  you  ask  how  many  jobs  it  will  produce,  they  will 
say  50,000.  We  are  talking  about  325,000  jobs. 

Mr.  Bowles.  It  is  clearly  important,  and  the  administration  is 
100  percent  behind  it.  Thank  you  for  your  support. 

Chairman  LaFalce.  In  a  sense,  the  defeat  of  the  stimulus  pack- 
age has  helped  us  up  the  ante.  We  are  getting  $40  million  more. 

Mr.  Bowles.  It  clearly  is  the  amount  we  need. 

Chairman  LaFalce.  Yes. 

Mr.  Bowles.  First,  as  we  talk  about  the  1994  budget,  and  when  I 
say  1994,  I  am  always  referring  to  fiscal  1994.  First,  in  our  7(a)  Pro- 
gram, the  proposed  policy  initiatives  that  we  are  requesting  will 
provide  the  funding  necessary  to  both  meet  anticipated  demand 
and  reduce  subsidy  cost  in  our  7(a)  Program. 

In  order  to  do  our  part  to  reduce  the  massive  Federal  deficit,  we 
have  included  two  significant  savings  initiatives  for  fiscal  1994 
through  1998. 

The  first  savings  initiative  would  reduce  the  Federal  guarantee 
on  loans  from  an  average  of  81  percent  to  an  average  of  75  percent. 
This  means  that  lenders  participating  in  the  7(a)  Program  will  be 
required  to  assume  a  greater  share  of  the  risk.  This  initiative  will 
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save  the  taxpayers  about  $102  million  in  1994  alone,  and  $437  mil- 
lion over  the  next  4  years. 

The  second  savings  initiative  involves  the  secondary  market.  Ap- 
proximately half  of  all  7(a)  loans  are  currently  sold  in  the  second- 
ary market.  We  are  proposing  an  ongoing  fee  of  one-half  of  one  per- 
cent per  year  on  the  unpaid  guaranteed  principal  balance  of  all 
secondary  market  sales.  This  initiative  will  save  the  taxpayers 
about  $67  million  in  1994,  and  $287  million  over  the  next  4  years. 

For  the  7(a)  Program,  SBA  will  request  $154.8  million  in  loan 
subsidy  authority  to  support  a  total  program  of  $6.6  billion  in  guar- 
antee authority.  That  is  the  beauty  of  the  leverage  of  the  pro- 
gram— $154.8  million  to  support  $6.6  billion  in  guarantee  author- 
ity. This  will  ensure  that  credit  worthy  small  businesses  that  have 
previously  been  denied  credit  by  their  banks  shall  have  access  to 
capital. 

In  1994,  SBA  will  make  approximately  26,000  general  business 
loans  to  small  companies.  These  loans  will  create  or  maintain  more 
than  600,000  jobs  during  the  next  4  years. 

The  7(a)  Program  provides  about  90  percent  of  our  total  business 
lending.  Our  two  savings  initiatives  for  the  7(a)  Program  will  save 
the  taxpayers  approximately  $169  million  in  fiscal  year  1994,  and 
$724  million  over  the  next  4  years. 

As  you  are  aware,  Mr.  Chairman,  the  SBA's  disaster  program 
has  provided  a  valuable  service  through  the  years,  and  we  are  very 
proud  of  this  program.  However,  the  realities  of  a  budget  deficit  sit- 
uation requires  to  make  certain  judgments.  In  this  regard,  I  would 
like  to  discuss  some  changes  we  propose  for  the  disaster  loan  pro- 
gram. 

We  propose  to  reduce  the  disaster  loan  program's  deep  subsidy 
by  increasing  the  interest  rate  on  these  loans  from  4  percent  to  the 
Treasury  rate,  plus  1  percent.  If  this  initiative  is  adopted,  we  esti- 
mate that  it  will  cost  us  only  $49.9  million  in  loan  subsidy  author- 
ity to  support  a  $390  million  disaster  loan  program.  We  estimate 
this  change  in  interest  rates  will  save  the  taxpayers  $58  million  on 
a  program  level  of  $390  million.  During  the  next  4  years,  we  esti- 
mate that  we  will  save  the  taxpayers  over  $245  million. 

In  summary,  the  total  budget  authority  request  for  business  and 
disaster  credit  programs  is  for  credit  subsidies  of  $263  million  to 
support  programs  totaling  almost  $8.2  billion  of  a  small  business 
community.  In  addition,  the  proposed  savings  initiatives  will 
reduce  the  cost  of  our  credit  programs  by  $227  million  in  fiscal 
year  1994,  and  $969  million  over  the  next  4  years;  almost  a  billion 
dollars. 

Now  I  would  like  to  make  some  brief  comments  on  our  business 
development  and  noncredit  programs. 

The  administration's  budget  request  provides  for  funding  for 
those  authorized  programs  that  provide  business  development  as- 
sistance to  the  small  business  community.  These  programs  include 
such  areas  as  our  SBDC  Program,  our  tree  planting  program,  the 
SCORE  Program,  the  SBI  Program,  the  PASS  Program,  or  7(j)  tech- 
nical assistance  program  and  the  various  small  business  outreach 
programs  are  all  requested  to  be  funded  at  the  same  level  they 
were  funded  in  fiscal  1993. 


In  addition,  this  request  includes  funding  for  the  White  House 
Conference  on  Small  Business  for  fiscal  year  1994. 

Finally,  our  request  for  noncredit  programs  excludes  funding  of 
all  unauthorized  projects  that  were  earmarked  in  last  year's  Ap- 
propriation Act.  We  estimate  that  this  would  save  the  taxpayers 
$20  million  in  fiscal  year  1994,  and  $107  million  over  the  next  4 
years. 

Mr.  Chairman,  we  have  also  forecasted  a  reduction  in  employ- 
ment in  each  department  of  the  agency,  reducing  total  full-time 
equivalents  by  59  positions.  That  excludes  disaster  assistance  and 
the  Inspector  General's  office,  which  are  forecasted  to  be  reduced 
by  818  and  2  full-time  equivalents,  respectively. 

Operating  costs  of  the  Small  Business  Administration  are  also 
forecasted  to  be  reduced  in  fiscal  1994  by  a  total  of  $2.6  million. 

In  order  to  support  the  administration's  efforts  to  stimulate  the 
economy  through  the  small  business  sector  and  to  address  the 
urgent  need  to  reduce  the  cost  of  Federal  programs  for  fiscal  year 
1994,  we  are  requesting  total  budget  authority  of  $693  million — 17 
percent  below  the  $835  million  appropriated  for  fiscal  year  1993.  If 
you  included  proposed  House  supplemental  appropriation  for  7(a) 
loans  of  $181  million,  our  fiscal  year  1994  request  would  be  32  per- 
cent below  the  $1,016  million  appropriated  for  fiscal  1993. 

This  concludes  my  summary  of  the  testimony.  I  will  be  happy  to 
answer  any  questions  the  committee  may  have. 

[Mr.  Bowles'  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Thank  you  very  much  for  your  testimony.  I 
will  defer  my  many  questions  until  the  other  members  have  had  an 
opportunity  to  ask  theirs,  and  I  will  apply  rather  rigidly  the  5- 
minute  rule  so  that  we  can  give  everyone  an  opportunity. 

Mr.  Smith. 

Mr.  Smith.  I  thank  you  for  your  statement.  It  is  no  news  to  you 
that  we  have  a  real  budget  problem. 

Mr.  Bowles.  Yes,  sir. 

Mr.  Smith.  Just  take  the  disaster  program  alone;  it  is  wishful 
thinking  to  believe  that  there  will  only  be  $390  million  needed  for 
disaster  loans.  I  do  not  know  what  the  need  will  be.  If  I  did,  I 
would  not  be  here.  I  would  be  sitting  up  somewhere  else.  But  there 
will  be  disasters.  One  thing  I  wanted  to  bring  to  your  attention  is 
the  destruction  of  the  revolving  loan  concept. 

It  operated  very  well  for  many  years.  As  the  loan  payments  came 
back  in,  they  were  used  to  fund  new  loans.  These  recycled  funds 
were  very  important  because  Congress  might  not  even  be  in  session 
when  a  disaster  occurs  and  loan  money  was  needed. 

In  the  1990  agreement  at  Andrews,  they  took  away  the  opportu- 
nity to  use  those  loan  payments  as  they  came  back  in.  You  had  to 
get  an  appropriation  each  time.  That  ought  to  be  changed.  This 
particular  program  needs  to  use  the  loan  payments  as  they  come 
back  in,  and  we  are  going  to  get  a  lot  of  the  payments  back  in,  and 
we  have  to  find  some  way  to  get  an  offset  in  the  appropriation  to 
take  care  of  it. 

Chairman  LaFalce.  Let  me  just  underscore  the  import  of  what 
Mr.  Smith  has  said.  That  is  a  very  important  thing.  When  you  take 
it  up  with  OMB,  it  is  an  asinine  way  to  do  business.  I  mean,  if  we 
could  just  take  the  money  that  comes  in  and  use  it  to  make  new 
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disaster  loans,  we  would  not  have  to  be  running  around  willy-nilly 
every  single  year  as  we  do  at  the  last  minute,  always  coming  in 
late  with  appropriations. 

Mr.  Smith.  It  is  just  one  of  those  things  that  probably  was  done 
only  in  order  to  appear  to  be  doing  something.  It  should  not  have 
been  done.  It  just  should  not  have  been  done.  That  is  one  assign- 
ment that  I  think  you  need  to  take  on. 

Another  one  is  I  wish  you  would  take  another  look  at  this  new 
tax  bill —  the  expensing  provisions.  Small  businesses  use  used  ma- 
chinery. If  you  start  a  new  business,  you  do  not  buy  new  machin- 
ery. You  try  to  get  by  the  cheapest  you  can  on  investments  and 
that  necessitates  the  purchase  of  used  equipment.  I  am  going  to 
support  the  tax  bill,  but  I  think  there  are  ways,  small  ways,  that 
small  business  could  be  treated  better. 

A  third  one  I  just  want  to  mention  to  you  that  I  think  you  ought 
to  really  be  working  on  is  the  graduated  tax  on  corporations.  It  is 
hardly  graduated  when  you  reach  the  top  bracket  at  $75,000.  One 
percent  in  the  highest  corporate  rate  produces  $16  billion  in  reve- 
nue. A  1-percent  rate  variation  would  offset  the  revenue  loss  of  a 
graduated  tax  up  to  $300,000  before  you  reach  the  top  bracket. 
That  is  something  that  would  help  small  businesses  a  lot  more 
than  expensing,  for  that  matter. 

Now  that  you  are  sitting  on  these  councils  within  the  cabinet, 
these  are  three  things  that  I  wish  you  would  take  up  as  soon  as  you 
can.  There  are  a  lot  of  others  that  you  know  about.  But  these  are 
three  things  that  I  think  would  help  us  a  great  deal. 

Mr.  Bowles.  Thank  you,  Mr.  Smith.  If  I  can  address  those  in 
some  kind  of  order. 

I,  too,  asked  about  the  $390  million,  and  I  have  been  told  that 
that  was  the  average  amount  of  disasters  we  have  had  over  each  of 
the  last  10  years,  the  average  amount,  and  that  is  why  the  amount 
that  is  in  the  budget  for  1994,  I  think  that  is  what  we  have  to  do 
under  the  current  credit  reform  law.  But,  however,  I  will  be  de- 
lighted to  check  on  that. 

I  also  accept  your  premise  that  most  small  businesses  do  buy 
used  machinery,  and  that  is  something  we  are  discussing  now. 

Third,  I  understand  what  you  say  about  the  graduated  tax. 

Chairman  LaFalce.  Mrs.  Meyers. 

Mrs.  Meyers.  Can  you  tell  me,  I  think  I  have  got  it  in  front  of 
me,  what  was  the  total  figure  that  the  SBA  spent,  actually  spent  in 
1992,  and  what  is  your  best  estimate  for  1993,  and  then  the  total 
amount  that  you  are  requesting  for  1994,  so  that  we  can  get  a  com- 
parison of  those  3  years? 

Mr.  Bowles.  These  are  budget  authority  numbers.  In  FY  1992, 
$1,652  million.  In  1993,  $835  million.  In  FY  1994,  $693  million.  The 
$835  million,  of  course,  excludes  $181  million  that  is  before  you 
now. 

Mrs.  Meyers.  Right.  So  the  $835  excludes? 

Mr.  Bowles.  Yes,  the  $835  million  excludes. 

Mrs.  Meyers.  Excludes  the 

Mr.  Bowles.  So  that  figure  comes  up  to  $1.16  billion,  when  you 
add  the  $181  million. 

Mrs.  Meyers.  The  $1,652  billion  is  an  actual  expenditure  or  is 
that  budget  authority,  or  I  am  looking  for  actuals? 
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Mr.  Bowles.  It  is  budget  authority. 

Mrs.  Meyers.  That  is  budget  authority. 

Do  we  have  an  actual  expenditure? 

Mr.  Bowles.  In  terms  of  outlays,  1992  would  be  $858  million. 

Mrs.  Meyers.  OK. 

Mr.  Bowles.  1993  estimate  would  be  about  $1,056  billion,  exclud- 
ing the  supplemental.  Then  1994  is  estimated  at  $972  million. 
These  figures  are  in  terms  of  outlays.  Cash  out  the  door. 

As  an  example,  the  $181  that  we  are  asking  for  now,  we  expect 
an  outlay  of  those  figures,  $125  million  of  those  to  be  spent  next 
year. 

Mrs.  Meyers.  OK.  So  in  the  summary  in  the  budget  briefing 
book,  on  page  2  the  figures  at  the  bottom  of  the  page  are  the  ones 
you  just  gave  me,  $858  in  1992? 

Mr.  Bowles.  Yes,  ma'am. 

Mrs.  Meyers.  OK.  Now,  does  the  $1,056  billion,  that  does  include 
the  $141  million  that  you — no,  that  does  not  include  that  at  all. 

Mr.  Bowles.  It  excludes  all  supplementals  or  proposed  supple- 
mentals. 

Mrs.  Meyers.  OK.  The  deep  drop,  the  17  percent  less  that  you 
are  requesting,  means  that  the  7(a)  loans  you  anticipate  generat- 
ing, $6.6  billion  in  loans,  costs  $154  million,  or  about  $155  million 
dollars. 

Mr.  Bowles.  $154.8  million. 

Mrs.  Meyers.  OK.  As  opposed  to  generating  $3.3  billion  worth  of 
loans  or  $4.9,  I  cannot  remember,  $3.3  billion,  I  think,  of  loans  with 
$318  million  in  1993;  is  that  right? 

Mr.  Bowles.  That  includes  part  of  a  supplemental.  Let  me  give 
you  some  easier  figures  to  work  with. 

Mrs.  Meyers.  OK. 

Mr.  Bowles.  In  1993,  we  intend  to  support  a  program  of  $3.6  bil- 
lion with  a  subsidy  of  $197.9  million.  That  is  composed  of  the  origi- 
nal credit  subsidy  of  $177.8  million,  plus  $20.1  million  carried  for- 
ward from  a  previous  year.  So  that  is  $197.9  for  $3.6  billion.  We 
have  requested  $181  million,  which  will  support  $3.3  billion.  Of 
course,  that  is  all  at  a  5.47  percent  credit  subsidy  rate.  The  total  of 
that  is  $378.9  million,  to  support  a  program  of  $6.9  billion  in  1993. 

In  1994,  we  are  requesting  $154.8  million  to  support  a  program  of 
$6.6  billion.  The  difference  is  $224.1  million  in  budget  authority, 
and  the  difference  in  the  program  is  $300  million  in  program  level. 

Mrs.  Meyers.  Now,  the  reason  that  you  can  do  that  is  because  of 
that  loan  subsidy  rate  that  on  page  5  has  dropped  to  $3.35  million. 

Mr.  Bowles.  Yes. 

Mrs.  Meyers.  That  is  because — the  reason  it  has  dropped  is  be- 
cause you  are  asking  the  banks  to  take  more  of  the  responsibility 
at  the  75  average  rather  than  the  81  average,  and  because  of  the 
interest  rates  that  you  are  anticipating  that  we  pay. 

Explain  to  me  why  that  loan,  that  subsidy  rate  has  dropped. 

Mr.  Bowles.  Let  me  kind  of  walk  you  through  that. 

To  reduce  the  average  exposure  from  81  to  75  percent,  we  re- 
duced the  guarantee  on  loans  of  less  than  $155,000,  from  90  to  80 
percent.  We  will  reduce  the  guarantee  on  the  loans  of  greater  than 
$155,000,  from  85  to  80  percent.  We  will  reduce  our  PLP,  which  are 
Preferred  Lender  Program  loans,  from  80  to  75  percent,  and  the 
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guarantee  on  our  real  estate  loans  will  be  set  at  70  percent.  The 
combination  of  those  factors  takes  the  average  exposure  from  81  to 
75  percent.  That  is  just  part  of  a  story.  But  the  other  part  of  the 
story  is  the  half  point  fee  we  are  going  to  charge  in  the  secondary 
market. 

Mrs.  Meyers.  What  I  am  trying  to  get  at  is  the  fact  that  our  7(a) 
Program,  although  we  are  asking  less  in  Section  7(a)  money,  will 
actually  generate  more  loans  because  that  subsidy  rate  has 
dropped.  Is  that  accurate? 

Mr.  Bowles.  Yes,  ma'am. 

For  $154.8  million,  we  believe  we  can  generate  $6.6  billion  worth 
of  loans. 

Mrs.  Meyers.  That  is  what  I  am  trying  to  bring  out.  Now,  can 
you  give  us  a  couple — I  think  there  are  a  couple  of  reasons  why 
that  subsidy  rate  has  dropped,  and  if  you  will  tell  me  what  those 
are. 

Mr.  Bowles.  The  basic  reason  for  subsidy  drops  is  the  risk  drops. 
That  is  the  principal  reason  involved. 

Mrs.  Meyers.  The  risk  drops  because  we  are  going  from  81  aver- 
age  

Mr.  Bowles.  Yes,  ma'am. 

Mrs.  Meyers.  To  75  percent. 

Mr.  Bowles.  Our  exposure  is  less. 

Mrs.  Meyers.  Our  exposure  is  less,  and  the  interest  is  less. 

Mr.  Rosenbaum.  In  addition,  the  fees  that  we  get  from  the  sec- 
ondary market  create  an  income  which  has  the  effect  of  reducing 
the  subsidy  rate. 

Mrs.  Meyers.  Reducing  the  subsidy  rate.  OK. 

Mr.  Rosenbaum.  Yes,  ma'am. 

Mrs.  Meyers.  Because  we  are  taking  that  half  a  percent? 

Mr.  Rosenbaum.  Yes,  ma'am.  We  have  a  .5  percent  fee  on  all 
trades  that  occur  in  the  secondary  market.  This  generates  about 
$67  million  a  year,  and  this  reduces  the  subsidy  rate  by  1.02  per- 
cent. 

Chairman  LaFalce.  Yes. 

Mrs.  Meyers.  OK.  I  understand. 

Chairman  LaFalce.  I  have  allowed  Mrs.  Meyers  about  10  min- 
utes now,  but  because  of  the  importance  of  her  question  I  wanted 
you  to  dwell  on  it.  I  think  this  is  important.  Mrs.  Meyers,  I  am 
sure,  wants  to  reduce  the  subsidy  and  reduce  spending  to  the  maxi- 
mum extent  possible,  but  without  impairing  the  effectiveness  of 
any  program  offer. 

I  am  sure  that  any  banker  will  want  to  maximize  the  govern- 
mental guarantee,  and  rebel  against  any  reduction  in  the  govern- 
mental guarantee,  and  also  do  without  any  fee,  and  a  half  percent 
is,  in  a  sense,  a  fee  for  participation  in  the  secondary  market. 

Could  you  explain  to  us  your  judgment  as  to  why  you  think  the 
arguments  that  we  could  expect  to  hear  from  the  banking  commu- 
nity would  be  in  error?  Why  would  this  still  be  a  very  good  deal  for 
them  to  participate  in,  and  why  do  you  think  that  we  would  be 
able  to  continue  these  7(a)  guarantee  programs  unabated? 

Mr.  Bowles.  Sure.  First  of  all,  I  think  it  is  important  to  under- 
stand the  reason  why  we  are  doing  it.  The  only  reason  we  are  pri- 
marily focusing  on  reducing  the  subsidy  rate  is  to  generate  these 
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savings,  to  do  our  part  in  the  shared  sacrifice  that  we  all  must  do  if 
we  are  going  to  be  serious  about  attacking  this  deficit.  So  the  defi- 
cit is  the  reason  that  we  are  taking  these  steps.  It  generates  sub- 
stantial savings  for  the  taxpayers. 

I  do  not  expect  it  to  be  a  very  popular  measure  with  the  banking 
community.  Any  time  you  ask  them  to  increase  their  exposure 
with  no  commiserate  return  they  are  not  going  to  be  particularly 
happy  about  it.  So  I  do  not  expect  for  the  bankers  to  come  in  here 
waving  their  arms  saying  this  is  the  greatest  thing  since  sliced 
bread. 

On  the  other  hand,  I  do  believe  that  this  program  remains  a  very 
profitable  and  attractive  vehicle  for  the  banking  community.  I 
expect,  while  they  will  complain  and  complain  vigorously,  that 
they  will  still  participate  in  the  program. 

I  think  the  loan  valid  concern  that  people — that  you  could  expect 
to  hear  people  express  about  the  reduction  in  the  subsidy  rate 
deals  with  the  concern  will  this  drive  the  marginal  credit  or  the 
marginal  borrower  away  from  the  program,  and  that  is  a  concern 
that  we  share,  and  one  of  the  things  that  we  are  currently  looking 
into. 

As  I  know  Ms.  Meyers  heard  when  she  came  to  some  of  the  meet- 
ings we  had  with  the  President,  the  President  has  asked  me  to 
check  with  the  banking  community  and  check  with  our  SBA  loan 
officials  to  make  sure  and  to  see  what  kind  of  effect  his  initiatives 
to  increase  the  number  of  character  loans  are  having  in  the  mar- 
ketplace, to  make  sure  that  the  banks  are  beginning  to  make  these 
character  loans  too. 

I  want  to  make  sure  that  I  have  a  chance  to  talk  with  our  people 
in  the  districts  and  talk  to  a  number  of  lenders  to  see  what  they 
believe  will  be  the  effect  of  a  change  in  this  subsidy  rate,  and  see  if 
that  will  cause — they  believe  it  will  cause  the  banks  to  become  less 
willing  to  make  some  of  the  marginal  loans.  If  in  fact  that  is  the 
case,  then  I  am  willing  to  revisit  some  of  these  revisions. 

My  feeling  is  that  that  will  not  be  the  case;  that  the  program 
will  remain  profitable  and  lucrative  enough  for  the  banking  com- 
munity that  they  will  continue  to  want  to  make  these  loans,  and 
that  the  demand  will  be  there  for  $6.6  billion  of  loans,  and  they 
will  continue  to  support  the  marginal  credit  too. 

Mrs.  Meyers.  Thank  you,  Mr.  Chairman. 

Chairman  LaFalce.  Mr.  Lancaster. 

Mr.  Lancaster.  Thank  you,  Mr.  Chairman. 

Thank  you,  Mr.  Bowles.  I  would  simply  reiterate  the  concerns  of 
Mr.  Smith  on  disaster  lending,  and  in  particular  would  emphasize 
the  need  for  us  to  recapture  the  disaster  loan  payments  for  our  use 
in  a  revolving  fund,  something  that  was  denied  us  in  the  1990 
agreement. 

The  only  thing  that  I  would  ask  that  you  comment  on,  Mr. 
Bowles,  is  on  the  SBDC  Program,  which  you  mentioned  very  briefly 
in  your  oral  remarks.  I  know  the  great  value  of  that  program  in 
North  Carolina,  and  realize  that  earlier  this  year  that  there  was 
some  consideration  given  to  eliminating  that  program. 

I  would  ask  you,  if  you  would,  to  tell  us  a  little  bit  more  about 
your  plans  for  that  program  that  I  think  is  so  important? 
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Mr.  Bowles.  Just  let  me  say  that  clearly  the  SBDC  Program  at  a 
funding  of  $67  million  is  in  the  budget.  It  has  the  full  and  un- 
equivocal support  of  the  administration.  I  think  that  the  adminis- 
tration, having  had  a  chance  to  have  some  input  from  the  SEA, 
now  fully  understands  the  important  role  that  the  SBDC  Program 
plays  in  providing  advice  and  counsel  to  the  small  business  commu- 
nity in  any  number  of  areas. 

Clearly,  I  have  visited  the  same  one  that  you  have  at  Chapel 
Hill,  and  I  am  aware  of  the  good  work  that  they  do.  I  have  talked 
to  a  number  of  our  SBDC  people,  and  I  am  strongly  in  support  of 
that  program. 

Mr.  Lancaster.  Thank  you. 

Chairman  LaFalce.  Mr.  Zeliff. 

Mr.  Zeliff.  Thank  you,  Mr.  Chairman. 

Getting  into  the  economic  program  on  the  Sub  S  corporations,  we 
would  like  very  much  to  have  you  take  a  second  look  at  that  as 
well.  I  think  that  Mr.  Smith's  comments  are  right  on  the  mark. 

In  some  Sub  S  situations  where  you  are  involving  individual  tax 
rates,  it  could  go  from  28  to  40  percent.  That  does  not  create  much 
in  the  way  of  jobs.  It  could  be  a  real  disaster.  Admittedly,  the  regu- 
lar corporate  rate  would  go  from  34  to  35  percent.  That  may  be 
achievable.  But  in  New  Hampshire,  where  we  have  had  bankruptcy 
of  public  service,  bankruptcy  of  the  New  Hampshire  Electric  Co-op, 
a  lot  of  problems  that  we  have  in  getting  Seabrook  on  line,  whereas 
now  the  fifth-highest  energy  State  in  the  Nation,  and  putting  a 
BTU  tax  on  top  of  that,  and  then  increasing  these  individual  rates, 
it  is  really  going  to  do  an  awful  lot  of — raise  havoc  with  the  small 
business  community. 

So  if  you  are  willing  to  take  a  look  at  that.  I  understand  that  the 
investment  tax  program  does  not  have  much  of  a  future  at  this 
point.  So  there  are  not  that  many  offsetting  pluses. 

In  terms  of  the  7(a)  loan  program  and  the  SBDC  Program,  I 
would  like  to  echo  the  comments  that  have  been  made  on  the 
Small  Business  Development  Center.  The  work  that  is  being  done 
at  the  University  of  New  Hampshire  has  been  outstanding.  Helen 
Goodman  does  a  terrific  job.  Particularly  the  situation  where  busi- 
nesses are  really  hurting  and  struggling.  We  have  had  five  out  of 
seven  of  our  top  banks  go  down  and  change  hands.  Other  banks 
have  gone  out.  Many,  many  businesses  are  getting  caught  in  the 
middle  of  this  thing  through  no  fault  of  their  own. 

The  7(a)  lending  program  has  been  a  real  life  saver.  I  just  worry 
about  making  changes  at  this  point  in  terms  that  we  have  just  now 
worked  hard  to  get  this  program  in  place,  where  it  is  really  the 
only  thing  that  has  really  been  saving  in  bailing  out  and  keeping 
people's  doors  open. 

I  encourage  you  to  contact  some  banks  and  some  businesses.  If 
you  would  like  to  come  up  to  New  Hampshire  to  do  that,  we  could 
make  very  valuable  use  of  whatever  2  or  3  hours  that  you  have  in 
trying  to  set  up  some  appointments. 

I  am  not  saying  that  it  cannot  be  done.  But  I  would  hate  to  see 
us  take  a  program  and  destroy  one  of  the  very  few  programs  that 
we  have. 

I  go  back  to  the  goals  that  you  have  outlined  in  your  comments 
here  that  the  President  has  outlined.  They  are  good  goals.  But  just 
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taking  a  look  at  the  credit  crunch  piece  and  the  step  forward  that 
the  President  has  tried  to  do  in  terms  of  character  lending. 

I  think  that  if  you  go  to  New  Hampshire  that  you  will  find  that 
it  has  not  hit  the  grassroots.  It  has  not  hit  the  bank  level  yet,  in 
terms  of  the  loan  level  to  small  businesses.  Certainly  what  sounds 
good  on  the  top,  if  it  does  not  get  it  implemented  on  the  bottom,  it 
has  not  done  much  to  help  us. 

So  I  encourage  you  to  take  a  look  there.  Again,  I  would  certainly 
offer  an  invitation  to  have  you  come  up  to  New  Hampshire  and 
take  a  look.  Because  we  are  a  small  State.  You  can  get  a  really 
good  picture  of  how  bad  and  how  tough  things  really  are. 

I  guess  my  one  question  that  I  would  have  is  with  a  17  percent 
reduction  in  funding,  are  you  planning  to  review  existing  programs 
including  the  Tree  Program,  and  see  if  we  cannot  take  and  maybe 
put  some  priorities  on  where  I  feel  and  maybe  get  your  thoughts  on 
what  you  think  the  high  priorities  are  and  what  you  think  the  low 
priorities  are,  and  are  there  some  moneys  that  can  be  generated 
from  that  process. 

I  guess  one  question  would  be  could  you  comment  on  the  Sub- 
chapter S  situation,  and  the  BTU  tax  in  general,  and  whether  you 
think  it  is  job  creative,  or  whether  in  fact  it  would  be  a  drag  on  the 
economy  relative  to  jobs,  particularly  to  small  business? 

Mr.  Bowles.  Congressman,  you  covered  a  lot  of  ground  there.  Let 
me  see  if  I  can  try  to  address  some  of  your  points.  If  I  miss  one,  I 
would  be  glad  to  come  back  to  it. 

First,  as  it  relates  to  the  credit  crunch,  let  me  assure  you  that 
the  administration  has  every  intent  of  trying  to  get  more  money 
into  the  hands  of  small  business  and  not  less. 

I  caution  you  to  remember  that  we  are  asking  in  the  7(a)  Pro- 
gram for  $6.6  billion  worth  of  funding.  We  are  trying  to  do  it  in  a 
manner  that  saves  the  taxpayers  dollars.  We  believe  that  this  is  a 
very  lucrative  program  to  the  banks.  We  believe  that  we  can  still 
generate  the  $6.6  billion  in  funding  by  saving  the  taxpayers  dollars. 
We  think  that  is  important.  I  am  sure  you  do. 

Two,  we  have  asked  for  $6,6  billion  rather  than  the  $6.9  billion 
that  we  are  asking  for  this  year.  Because  we  do  think  that  there 
will  be  some  positive  effects  from  the  President's  initiatives  to  gen- 
erate character  loans.  Again,  most  of  the  economic  reports  that  I 
have  seen  have  shown  that  most  people  believe  that  could  free  up 
as  much  as  $38  billion  of  new  capital  going  to  small  businesses.  So 
we  hope  that  the  $6.6  billion  will  be  satisfactory.  It  is  one  of  the 
things  that  we  are  reviewing  now. 

Chairman  LaFalce.  Let  me  just  say  that  we  all  hope  that  will  be 
the  case.  But  if  it  is  not,  I  hope  that  you  will  be  prepared  to  come 
back  with  a  supplemental,  if  need  be,  because  oftentimes,  the  SBA 
window  is  the  only  window.  In  a  previous  Congress,  we  did  author- 
ize for  fiscal  year  1994  approximately  $8  billion  in  7(a)  guarantees. 
I  just  want  to  make  sure  that  you  are  aware  of  that. 

Mr.  Bowles.  Yes,  sir.  I  am  going  to  try  to  make  sure  that  we  ask 
for  enough.  My  style  is  not  to  come  back  and  ask  for  a  supplemen- 
tal. Clearly,  if  demand  far  exceeds  the  supply,  then  I  will  come 
back  and  let  you  know.  That  will  be  a  decision  that  you  all  will 
clearly  want  to  review. 
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As  it  relates  to  the  Sub  S  situation,  the  information  that  I  have 
been  suppUed  by  the  Treasury  Department  shows  that  there  are 
about  7  million  taxpayers  that  filed  their  tax  returns  with  the  pri- 
mary source  of  income  coming  from  a  trade  or  business.  Of  that, 
approximately  $300,000  or  4  percent  would  be  affected  by  the  in- 
crease in  the  marginal  rates.  Clearly,  that  will  have  an  adverse 
effect  on  those  $300,000,  and  I  am  aware  of  that. 

Mr.  Zeliff.  I  am  one  of  them.  I  understand.  But  it  is  too  bad  that 
with  a  business  that  my  son  runs  with  54  employees.  If  we  are  tjrpi- 
cal  of  the  average  Sub  S,  there  are  a  lot  of  jobs  on  the  line. 

Mr.  Bowles.  I  understand  the  negative  portion  of  what  happens 
in  an  increase  in  the  marginal  tax  rate  of  those  $300,000.  I  truly 
do.  But  I  think  that  you  have  to  look  at  the  President's  package  in 
its  entirety.  Again,  you  have  to  look  at  it  in  terms  of  a  shared  sac- 
rifice that  we  all  must  make  to  reduce  this  deficit.  This  deficit  is 
something  that  we  have  inherited,  and  we  must  do  something 
about  it,  and  we  must  do  something  about  it  now  clearly. 

I  think  that  if  you  look  at  the  entire  package  of  the  small  busi- 
ness community,  that  you  will  see  some  pluses.  You  mentioned  the 
ITC.  It  does  not  look  like  the  ITC  is  going  to  make  it  now.  But 
hopefully,  the  increase  in  the  expensing  provision  from  $10,000  to 
$25,000  will  help  in  that  regard. 

Hopefully,  the  extension,  the  permanent  extension,  of  the  R&D 
tax  credit  will  be  helpful.  Hopefully,  the  increase  in  the  7(a)  lend- 
ing program  will  be  helpful.  Hopefully,  the  character  loan  initia- 
tive will  help.  Hopefully  allowing  the  sole  proprietorships  to  con- 
tinue to  expense  25  percent  of  their  health  care  costs  will  help.  I 
think  again  looking  at  the  President's  package  in  its  entirety  is  the 
appropriate  way  to  look  at  it. 

The  BTU  tax,  clearly  that  again  is  another  concept  that  comes 
under  this  shared  sacrifice  in  order  to  reduce  the  Federal  deficit. 

Mr.  Zeliff.  If  I  could  just  make  one  quick  comment,  Mr.  Chair- 
man. I  do  not  want  to  be  too  derogatory  here.  But  in  terms  of 
shared  sacrifice.  We  had  a  Merrimac  town  meeting.  A  12-year-old 
came  and  raised  his  hand.  Phil  Graham  and  I  were  doing  it.  He 
said,  "Congressmen,  I  am  12  years  old.  I  sent  an  $82  check  to  the 
Government  on  April  15th  for  my  little  pen  business.  If  you  guys 
keep  taking  away  all  of  my  profits,  there  is  no  point  in  me  working 
in  the  pen  business.  I  ought  to  just  get  out  of  it  and  go  play  football 
with  my  friends." 

In  my  case,  we  have  the  FICA  tip  situation  in  the  restaurant 
business.  We  are  also  in  the  shared  sacrifice  getting  hit  from  85  to 
50  percent  on  meal  deductibility,  which  is  a  legitimate  cost  of  doing 
business.  We  are  going  to  get  hit  from  28  to  40  percent  on  individ- 
ual tax  rates.  We  are  going  to  get  a  BTU  tax. 

Frankly,  I  share  Duncan  Steffens'  12-year-old  comment,  why 
should  I  bother? 

I  only  throw  this  out  and  this  line  of  reasoning  in  that  we  need 
you  to  be  the  voice  for  small  business.  I  want  to  line  up  and  step  up 
right  behind  you.  I  just  hope  that  from  a  small  business  point  of 
view  that  we  can  take  a  look  at  this  whole  thing.  If  it  does  mean 
putting  people  back  to  work  and  getting  our  economy  turned 
around  and  living  within  our  means,  that  is  great.  If  it  does  not, 
then  we  ought  to  do  it  before  it  is  too  late. 


15 

Mr.  Bowles.  Congressman,  clearly  as  I  stated  in  my  goals,  I  have 
spent  my  whole  life  in  the  small  business  community.  I  have  fi- 
nanced and  grown  any  number  of  small  businesses.  I  clearly  under- 
stand exactly  what  you  are  saying.  My  job  is  to  make  sure  that 
that  message  gets  to  the  President,  and  that  he  takes  it  into  ac- 
count before  he  makes  decisions,  and  that  is  what  I  intend  to  do. 

Mr.  Zeliff.  Great.  We  wish  you  well. 

Mr.  Bowles.  Thank  you,  sir. 

Chairman  LaFalce.  Mrs.  Clayton. 

Mrs.  Clayton.  Thank  you,  Mr.  Chairman. 

Mr.  Bowles,  I,  too,  want  to  share  that  hopefully  the  impact  of  re- 
ducing the  extent  of  the  subsidy  and  increasing  the  risk  does  not 
have  an  impact  that  will  discourage  the  participation  parts  of 
banks  for  that. 

Mr.  Bowles.  Mrs.  Clayton,  I  promise  you  that  we  are  going  to 
look  at  that,  and  look  at  it  very,  very  closely. 

Mrs.  Clayton.  Thank  you.  I  am  reminded  though  that  through 
the  502  and  504  that  there  is  a  substantial  reduction  in  the  partici- 
pation in  terms  of  the  Government  of  45  percent.  I  am  from  a  rural 
area.  As  you  know,  in  rural  North  Carolina,  that  particular  pro- 
gram is  used  extensively.  It  is  only  a  45  percent.  So  there  is  some 
evidence  of  it.  But  still,  you  would  not  want  to  have  the  excuse  by 
the  lending  institutions  to  not  increase  the  area. 

One  of  my  concerns — I  have  three  concerns,  and  I  will  be  very 
brief — one  of  my  concerns  though  is  about  the  one  half  cents  in 
terms  of  the  income.  It  is  not  so  much  that  it  will  discourage  the 
bank  by  our  getting  an  income,  but  it  is  to  begin  to  see  why  banks 
sell  those  loans  in  the  first  place. 

They  sell  those  loans  supposedly  to  have  more  capital  to  lend 
again.  But  also,  oftentimes  small  businesses  have  found  that  they 
sell  the  loan  in  this  first  instance  with  the  underwriting  require- 
ment of  what  they  propose  to  be  the  secondary  market.  Therefore, 
as  it  is  now,  it  does  not  encourage  the  risk  taking. 

Could  you  comment  on  the  banks  now  looking  at  that  as  a  way  of 
possibly  being  a  deterrent  in  their  making  loans,  because  they 
want  to  sell  to  the  secondary  market,  and  therefore  they  invariably 
take  on  the  underwriting  criteria  of  the  secondary  market  rather 
than  begin  to  have  a  little  more  venture  in  taking  risks  with  their 
borrower. 

Mr.  Bowles.  Mrs.  Clayton,  let  me  address  both  of  your  points. 
First,  on  the  504  Program,  that  is  truly  one  of  our  most  cost  effi- 
cient programs.  The  budget  this  year  for  1993  calls  for  about  $700 
million  in  that  program.  We  think  that  the  demand  will  be  in 
excess  of  that.  However,  we  are  legislatively  limited  to  $736  mil- 
lion, I  believe,  for  this  year  in  that  program. 

Chairman  LaFalce.  That  is  something  that  we  will  want  to  look 
at.  We  may  want  to  increase  that. 

Mr.  Bowles.  We  think  that  the  demand  will  probably  be  more  in 
the  area  of  $800  million  for  this  year.  In  the  budget  for  next  year, 
we  have  $761  million  for  the  504  Program.  So  that  is  a  program 
that  we  plan  to  expand.  It  is  also  a  program  that  is  a  very  cost  effi- 
cient program  for  us  to  manage. 

Mrs.  Clayton.  Is  that  the  only  program  that  you  have  for  rural 
communities? 
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Mr.  Bowles.  No,  ma'am,  it  is  not.  We  have  a  number  of  other 
programs.  One  of  the  programs  that  I  like  a  lot  is  the  microloan 
program,  which  is  one  that  is  in  a  test  phase  now,  which  I  think 
can  really  be  an  effective  tool  to  use  in  both  the  rural  and  urban 
communities.  With  the  microloan  program,  we  hope  to  make  loans 
in  the  amount  of  an  average  of  about  $7,500  each.  I  have  heard  so 
many  people  say  gosh  $7,500,  that  is  not  enough  to  do  anything. 
But  they  are  really  wrong.  Because  if  you  look  at  the  real  statistics, 
over  two-thirds  of  the  businesses  started  in  this  country  are  started 
with  less  than  $10,000,  and  half  of  them  are  started  with  less  than 
$5,000. 

So  we  think  that  this  will  meet  a  real  need  in  the  marketplace, 
and  we  look  forward  to  evaluating  it  as  we  go  forward,  to  see  how 
effective  it  really  is. 

What  was  your  other  question? 

Mrs.  Clayton.  The  underwriting  criteria  with  the  secondary 
market  being  the  driving  force  for  banks  making  their  loans. 

Mr.  Bowles.  I  am  a  strong  believer  that  we  need  to  have  a  more 
active  secondary  market.  I  think  the  secondary  market  is  impor- 
tant to  the  small  business  community.  Currently,  about  50  percent 
of  the  loans  that  are  made  with  the  7(a)  guarantee  are  sold  in  the 
secondary  market.  In  1992,  about  $2.1  billion  worth  of  loans  were 
sold,  and  about  $1.2  billion  worth  of  loans  were  resold. 

There  are  any  number  of  proposals  that  are  before  the  House 
and  Senate  now  to  improve  the  secondary  market.  Congressman 
LaFalce  has  one  that  I  reviewed  to  a  great  extent.  There  is  a  pro- 
posal, or  I  think  there  is  legislation  that  requires  the  SEC,  and  the 
Treasury  Department,  and  the  CBO,  and  the  SBA  to  look  at  the 
secondary  market  and  see  ways  that  we  can  facilitate  and  make  it 
better.  That  report  is  due,  I  believe,  on  September  4th  of  this  year. 
We  are  actively  participating  in  that  review  of  it  now. 

I  believe  that  if  we  are  going  to  have  a  more  active  secondary 
market,  that  we  have  to  standardize  our  loans  more,  and  that  could 
lead  to  some  of  the  negative  parts,  and  that  could  lead  to  some  of 
the  problems  that  you  are  talking  about  now.  It  is  simply  one  of 
those  things  that  I  will  have  to  look  at.  There  are  some  positives  to 
it,  but  clearly  you  mentioned  one  of  the  negatives. 

Mrs.  Clayton.  I  just  want  to  finally  ask  about  the  minority  par- 
ticipation. I  noted  that  I  guess  the  MESBIC  Program  has  increased. 

Could  you  just  comment  on  your  plan,  not  in  terms  of  moneys, 
but  just  in  aggressiveness  in  marketing  SBA  with  minorities,  and 
that  includes  women  and  other  disadvantaged  communities. 

Mr.  Bowles.  Yes,  ma'am. 

Mrs.  Clayton.  Part  of  it  is  not  the  availability  of  the  money. 
Part  of  it  is  what  is  perceived  as  procedure  or  bureaucratic.  It  is 
relationship,  it  is  understanding,  it  is  information.  It  is  also  staff- 
ing. I  do  not  know  if  you  staff  that  up.  But  obviously,  it  is  resource, 
and  who  you  have  there  is  going  to  make  a  lot  of  difference  as  to 
the  way  people  perceive  that  as  an  acceptable  agency. 

Mr.  Bowles.  First,  as  it  relates  to  staffing.  We  are  reviewing  the 
entire  staffing  of  the  organization.  My  management  philosophy 
goes  to  pushing  the  people  and  the  assets  down  to  the  field.  That  is 
where  I  believe  the  dollars  should  be  spent.  That  is  where  we  are 
making  our  loans.  That  is  where  we  are  doing  our  Government  pro- 
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curement.  That  is  where  we  are  giving  advice  to  the  consumer. 
That  is  why  I  believe  the  assets  should  be  in  the  field,  not  in  the 
regions,  and  not  in  headquarters  here  in  Washington.  So  that  is  my 
overall  philosophy  as  it  relates  to  staffing. 

As  it  relates  to  women  owned  businesses,  I  think  that  the  job 
that  we  have  done  is  very  poor.  Today  32  percent  of  all  sole  propri- 
etorships are  owned  by  women.  We  expect  that  that  number  will 
reach  50  percent  by  the  end  of  this  decade.  Women  owned  business- 
es now  employ  more  people  than  the  Fortune  500  in  total.  Yet 
when  you  look  at  the  Government  procurements  that  go  to  women 
owned  businesses,  they  are  less  than  1.5  percent.  It  is  a  pitiful  job. 

Mrs.  Clayton.  What  about  other  minorities? 

Mr.  Bowles.  What  I  was  going  to  say  is  I  do  not  know  how  we 
are  going  to  do  it  better.  But  I  promise  you  that  we  have  already 
formed  a  task  force  to  look  at  it. 

As  it  relates  to  the  minority  populace,  one  of  the  programs  that 
people  talk  about  the  most  is  the  8(a)  Program.  I  think  that  the  8(a) 
Program  has  made  great  advances  over  the  last  several  years.  But 
believe  me,  it  has  a  long  way  to  go  to  become  an  efficient  and  effec- 
tive operation. 

Two,  if  you  look  at  the  number  of  minority  firms  that  have  par- 
ticipated in  the  8(a)  Program,  in  its  history  there  have  only  been 
about  9,500  firms  that  have  participated  in  it.  Last  year,  there  were 
only  4,500  firms  that  participated  in  a  $4.3  billion  program. 

It  is  hard  for  me  to  imagine  why  the  number  is  so  few.  I  have 
spent  some  time  talking  with  a  woman  in  New  York  Harriet  Mi- 
chele  who  heads  a  program  that  tries  to  connect  minority  suppliers 
to  larger  private  corporations. 

She  has  over  16,000  minority  suppliers  participating  in  her  pro- 
gram. We  only  have  4,500  in  ours.  Clearly,  we  have  got  some  work 
to  do  to  find  out  how  we  can  do  it  better,  and  how  we  have  better 
outreach. 

I  talked  to  one  of  the  winners  this  year  of  the  8(a)  award  pro- 
gram. She  had  been  2  years  in  application.  We  are  supposed  to  be 
90  days  in  application.  The  information  that  I  received  is  that  the 
average  is  about  120  days.  I  know  that  we  can  do  it  better.  Again,  I 
have  only  been  on  the  job  for  10  days.  But  I  promise  you  that  it  is  a 
priority  of  mine  to  reach  out  to  the  minority  community.  Not  just 
with  the  8(a)  Program,  but  with  the  7(j)  Program,  with  our  normal 
advisory  programs. 

We  must  empower  all  Americans,  if  we  are  going  to  have  a 
chance  at  real  economic  opportunity  in  this  country.  I  am  going  to 
focus  on  it,  just  as  I  have  in  North  Carolina,  as  you  are  aware. 

Mrs.  Clayton.  Mr.  Bowles,  I  appreciate  those  answers.  I  look  for- 
ward to  your  leadership. 

Mr.  Bowles.  Yes,  ma'am. 

Mrs.  Clayton.  Thank  you,  Mr.  Chairman. 

Chairman  LaFalce.  Thank  you. 

Mr.  Bowles,  Mrs.  Clayton  mentioned  a  number  of  things  that  I 
would  like  to  pursue  just  a  bit.  First  of  all,  you  discussed  the  im- 
portance and  the  great  leverage  of  the  504  Program.  I  authored 
that  program  and  take  a  special  interest  in  it.  I  think  that  it,  and 
its  predecessor  503,  have  been  perhaps  the  most  successful  SBA 
Programs  dollar  for  dollar. 
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Mr.  Bowles.  Congressman,  that  is  exactly  right. 

Chairman  LaFalce.  I  think  that  Senator  Bumpers  can  take  pri- 
mary responsibility  for  the  microloan  program.  But  I  do  know  that 
we  have  an  operation  in  Western  New  York,  and  it  has  worked  ex- 
tremely well  there  under  the  leadership  of  what  is  called  Rural  Op- 
portunities, Inc. 

But  there  is  another  program  that  I  want  to  mention  now.  That 
comes  under  the  7(a),  but  it  is  the  SBLC  Program,  the  Small  Busi- 
ness Lending  Company  Program.  I  think  that  there  are  about  a 
dozen  throughout  the  country  that  have  been  licensed  by  the  SBA. 

Are  you  familiar  with  that? 

Mr.  Bowles.  I  know  what  they  are,  yes. 

Chairman  LaFalce.  OK,  good.  I  think  that  the  last  one  that  was 
done  was  one  which  I  assisted  to  get  off  the  ground.  We  had  to  con- 
vert one  license  from  a  defunct  SBLC  to  this  one.  It  was  the  Grow 
America  Fund. 

The  reason  that  I  mention  this  is  because  we  have  a  number  of 
things  now.  This  microloan  program.  The  CDC  or  the  503  and  504 
Programs.  The  SBLC  Program,  especially  something  like  the  Grow 
America  Fund,  which  targets  certain  communities.  The  investment 
capital  is  contributed  by  communities,  for  example,  the  city  of 
Rochester  tossed  a  million  through  their  community  develop  block 
grant  money.  The  city  of  Niagara  Falls  tossed  in  a  certain  amount 
of  money.  Using  this  money  as  leverage,  they  then  are  able  to  go 
out  in  the  community. 

My  point  is  in  connection  with  the  community  development  bank 
proposals  of  the  Clinton  administration  that  have  not  come  down 
yet.  We  had  a  briefing  yesterday  at  the  Banking  Committee  from 
Bob  Rubin  and  Frank  Newman.  As  I  listened  to  them  and  saw  the 
young  people  who  were  their  assistants,  I  suspect  that  they  were  in 
high  school  when  I  first  started  in  Congress,  and  I  thought  they  are 
trying  to  reinvent  the  wheel. 

One  of  the  things  that  I  did  in  the  late  1970's  was  to  bring  in  the 
SBA,  and  HUD,  and  EDA,  and  Commerce  into  my  office.  I  said  you 
have  a  million  programs,  they  are  excellent  programs,  but  you  are 
not  working  together.  You  are  not  being  effective.  You  are  not  tar- 
geting the  resources.  You  are  not  coming  up  with  a  combination 
delivery  mechanism. 

Can  you  not  enter  into  a  written  agreement,  an  interagency 
agreement  and  target  a  number  of  cities,  let  us  say  25  cities.  They 
did,  and  they  worked  together.  They  came  up  with  a  written  agree- 
ment, and  they  signed  it.  They  targeted  25  cities.  They  hired  a 
group  to  come  in  and  teach  public  officials  within  the  cities 
through  their  economic  development  department  how  to  do  eco- 
nomic development,  utilizing  the  resources  of  the  Federal  Govern- 
ment. 

Under  this  community  development  bank  concept  or  corporation 
concept,  one  of  the  directors  of  this  corporation  is  going  to  be  the 
administrator  of  the  SBA. 

Mr.  Bowles.  Right. 

Chairman  LaFalce.  So,  you  are  going  to  be  at  the  table  there.  I 
encourage  you  to  become  fully  aware  of  what  is  going  on,  and  then 
try  to  get  them  to  utilize  the  existing  resources.  We  have  some 
great  resources  here.  We  do  not  have  to  reinvent  the  wheel.  We 
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could  use  the  SBLC  Program  or  some  of  them  in  a  very  focused  and 
targeted  way,  greater  utilization  of  504,  greater  utilization  of  the 
microloan  program. 

There  is  your  community  outreach.  SBA  can  be  not  just  one  of 
many,  but  the  SBA  can  be  the  leader  in  this.  Who  do  they  want  to 
help  in  these  community  development  proposals?  It  is  the  small 
business  community,  at  least  insofar  as  your  commercial  compo- 
nent and  industrial  component. 

The  community  development  banks  are  not  supposed  to  help  For- 
tune 500's.  It  is  exclusively  small  businesses.  Now  there  is  a  resi- 
dential component  of  it,  too,  I  understand.  That  would  have  to  in- 
volve other  agencies.  I  encourage  you  to  really  hop  into  this  one. 
Maybe  you  have  already,  I  do  not  know. 

Mr.  Bowles.  Mr.  Chairman,  that  is  exactly  the  reason  that  the 
President  wanted  the  administrator  on  this  board.  I  understand  ex- 
actly what  you  are  saying. 

Chairman  LaFalce.  We  will  talk  about  that  some  more. 

Mr.  Collins. 

Mr.  Collins.  Thank  you,  Mr.  Chairman. 

I  notice  the  list  of  percentages  that  you  are  going  to  go  down  to 
on  your  maximum  guarantees. 

Mr.  Bowles.  Yes,  sir. 

Mr.  CoLUNS.  I  interpret  that  to  mean  that  the  majority  of  your 
loans  are  actually  real  estate  loans? 

Mr.  Bowles.  I  think  that  56  percent  of  the  loans  that  we  make 
are  real  estate  related.  As  you  know,  we  only  make  real  estate 
loans  as  they  related  to  a  trade  or  business.  We  do  not  make  real 
estate  loans  as  income  producing  property. 

Mr.  Collins.  That  is  a  much  better  piece  of  collateral  anyway 
most  of  the  time. 

What  is  the  average  interest  rate  paid  by  a  borrower? 

Mr.  Bowles.  Well,  it  depends  on  the  length  of  the  issue.  Correct 
if  I  am  wrong,  Larry.  For  loans  that  are  less  than  7  years,  it  is 
prime  plus  2Vi.  For  loans  greater  than  7  years,  it  is  prime  plus  2%. 

Mr.  Collins.  Is  that  the  maximum  charge  or  is  that  the  average 
charge? 

Mr.  Bowles.  That  is  the  maximum  charge. 

Mr.  Collins.  What  is  the  average  charge? 

Mr.  RosENBAUM.  Congressman,  the  average  charge  usually  runs 
about  a  half  to  a  third  points  below  the  maximum.  It  is  usually 
somewhere  around  1%. 

Mr.  Bowles.  Half  of  the  loans  that  we  are  making  are  made  at 
the  maximum  rate. 

Mr.  CoLUNS.  In  other  words,  the  banks  could  in  essence  go  to  the 
full  allowance,  and  not  have  to  increase  interest  rates  based  on  the 
half  of  the  percent  that  the  Government  will  be  receiving  from  the 
loan  proceeds? 

Mr.  Bowles.  Are  you  now  talking  about  for  our  sales  in  the  sec- 
ondary market? 

Mr.  Collins.  Yes.  The  half  of  a  percent,  banks  could  actually  go 
ahead  and  charge  the  borrower  then  the  full  max,  seeing  that  they 
are  half  to  two-thirds  below  that  now,  and  not  really  have  to  ask 
for  an  increase  in  the  ceiling  in  the  amount  of  interest-that  they 
could  charge. 
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Mr.  Bowles.  Half  of  the  loans  now. 

Mr.  Collins.  There  is  room  enough  in  there. 

Mr.  Bowles.  There  is  some  room. 

Mr.  Collins.  You  are  saying  that  the  half  a  percent  is  a  saving 
to  the  taxpayer.  But  it  is  actually  not  expended  to  day,  so  that  will 
actually  be  an  earning. 

Mr.  Bowles.  It  will  be  income,  right. 

Mr.  Collins.  Based  on  the  administration's  proposal  for  tax  in- 
creases and  how  they  affect  business,  and  in  your  advisory  section, 
how  are  you  dealing  with  pro  formas  as  you  advise  businesses 
based  on  those  tax  incresise  proposals? 

Mr.  Bowles.  I  am  sorry,  Congressman,  I  do  not  understand  your 
question. 

Mr.  Collins.  You  have  an  advisory  section  where  you  actually 
will  sit  down  with  a  small  business  person. 

Mr.  Bowles.  Sure. 

Mr.  Collins.  You  will  walk  through  a  business  and  establish  a 
pro  forma. 

Mr.  Bowles.  Yes,  sir.  I  can  answer  your  question  now.  Any  time 
our  people  sit  down  to  advise  any  business,  we  have  to  do  cash-flow 
statements  going  forward  to  look  at  how  much  cash  they  will  have 
available  to  service  their  debt,  to  make  capital  expenditures,  and 
have  enough  working  capital  to  finance  their  future  growth.  That 
is  what  you  need  cash  for  unless  you  pay  dividends.  Those  really 
are  the  only  three  sources  of  cash.  Clearly,  we  will  have  to  take 
that  into  account,  any  additional  tEixes  that  they  have  to  pay  will 
reduce  the  cash-flow  that  they  will  have  available. 

Mr.  Collins.  Very  good. 

On  the  minority  loans,  why  is  the  minority  loan  loss  ratio  re- 
served 28.83  percent  projected  versus  2.35  percent  for  other  type 
loans? 

Mr.  Bowles.  I  cannot  answer  that. 

Mr.  Rosenbaum.  Congressman,  the  28  percent  is  the  subsidy  rate 
I  believe  that  you  are  referring  to  in  the  minority  program.  It  re- 
flects the  risk  that  we  have  sustained  and  the  losses  that  we  have 
sustained  in  the  program. 

Mr.  Bowles.  I  am  sorry,  I  did  not  understand  your  question. 

Mr.  Rosenbaum.  In  other  programs,  we  have  different  subsidy 
rates.  Like  the  7(a),  the  general  business  guarantee  loan  program, 
which  this  year  has  a  5.47  rate.  Once  again,  these  subsidy  rates  re- 
flect the  risk  and  the  cash-flows  that  come  in  and  out  of  the  pro- 
gram. 

It  is  a  risk  rated  assessment.  It  is  just  like  the  SBIC  Program  has 
a  15.4  percent  risk  rated  assessment,  and  the  7(a)  Program  has  a 
5.4  percent  subsidy  rate. 

Mr.  Collins.  I  understand  that,  but  my  question  is  why  is  it  so 
much  higher  in  that  one  section? 

Mr.  Bowles.  I  am  sure  it  is  because  our  loan  loss  experience  is 
probably  higher. 

Mr.  Collins.  Why  is  the  loan  loss  higher?  We  will  get  right  to 
the  point  of  the  question. 

Mr.  Rosenbaum.  To  be  honest  with  you.  Congressman,  it  is  the 
nature  of  the  way  that  the  program  was  designed.  We  have  had  to 
administer  it  in  that  msinner. 
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Mr.  Collins.  I  will  follow  up  with  a  statement  on  that.  I  think 
that  the  failure  rate  for  the  minority  businesses  can  have  an 
impact  on  other  minorities  even  to  apply  to  you  for  loans.  If  they 
see  others  applying  and  receiving  a  loan  and  failing,  why  should  I 
get  in  that  trap  with  you? 

Mr.  RosENBAUM.  Congressman,  one  other  comment.  We  are  kind 
of  mixing  apples  and  oranges.  I  believe  that  the  program  that  you 
are  referring  to  is  the  MESBIC  Program,  which  is  a  venture  capital 
program,  and  not  strictly  a  loan  program.  When  you  are  dealing 
with  venture  capital,  your  risk  is  significantly  higher  than  when 
you  are  dealing  in  debt  capital.  So  we  are  mixing  apples  and  or- 
anges. Those  higher  rates  in  the  MESBIC  Program  reflects  a  ven- 
ture capital  program  as  opposed  to  a  debt  program. 

Mr.  Collins.  But  both  of  those  fruits  belong  to  the  taxpayer? 

Mr.  RosENBAUM.  That  is  correct. 

Mr.  Collins.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  LaFalce.  Mr.  Tucker. 

Mr.  Tucker.  Yes,  Mr.  Bowles.  I  also  represent  some  taxpayers  in 
my  community.  They  are  very  concerned  about  the  lack  of  partici- 
pation for  minority  loans.  In  fact,  the  question  was  asked  of  you  by 
Mrs.  Clajrton  about  loans  to  women.  I  believe  that  you  were  very 
expeditious  about  giving  that  figure.  But  you  did  not  give  the  fig- 
ures as  they  relate  to  the  very  dismal  record  of  minority  participa- 
tion in  loans. 

The  recent  statistics  that  I  have  seen  in  terms  of  minority  par- 
ticipation, and  specifically  in  terms  of  African- Americans,  is  very, 
very  low.  I  think  that  notwithstanding  some  of  the  overtures  and 
maybe  encouraging  implications  of  the  President's  initiative 
toward  charactei;  loans  and  some  of  the  other  statistical  data  and 
experimentation  that  you  are  doing,  I  think  that  my  taxpayers 
would  have  me  say  to  you  that  it  is  time  for  the  SBA  to  get  off  the 
dime  and  to  do  something  about  providing  startup  loans  for  people 
who  are  out  in  places  like  Los  Angeles  and  south  central  who  need 
an  opportunity  to  start  some  businesses  up. 

How  much  studying  do  we  have  to  do  to  figure  out  that  these 
people  need  some  startup  loans  between  a  dollar  and  $50,000?  I 
mean,  when  we  look  at  what  small  businesses  need,  and  you  men- 
tioned the  average  loan  or  the  microloan  program  was  something 
about  $7,500 — is  that  correct,  is  that  the  figure  you  gave? 

Mr.  Bowles.  Yes. 

Mr.  Tucker.  Those  kinds  of  loans  can  go  a  long  way  in  franchis- 
ing a  lot  of  these  minorities  into  business  opportunities.  I  believe 
that  we  should  not  just  sit  back  and  wait  to  see  what  the  impact  or 
what  the  effect  of  the  presidential  initiative  or  the  administration's 
initiative  is  for  character  loans,  but  that  the  SBA  should  take  some 
responsibility  and  really  move  into  high  gear  on  the  microloan  pro- 
gram and  some  of  the  other  programs  that  the  Chairman  talked 
about. 

I  do  not  see  why  in  any  way,  shape,  or  form  that  the  very  low 
record  as  to  minority  loans  has  been  consistently  low. 

Can  you  respond  to  that? 

Mr.  Bowles.  I  think  I  can. 
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Mr.  Tucker.  One  other  quick  thing  before  you  respond.  I  just 
want  to  say  this.  As  to  your  outreach  in  the  MESBIC's,  please  use 
the  CBC,  and  use  the  minority  subcommittee  of  this  committee  for 
any  information  and  resources  that  you  need.  Because  I  do  not 
think  that  there  is  any  excuse  for  saying  that  you  cannot  fmd 
viable  resources  out  there.  The  resources  are  out  there.  Suppliers 
are  out  there.  If  you  do  not  know  where  they  are,  we  will  help  you 
find  them. 

Mr.  Bowles.  Congressman,  I  was  not  making  any  excuses.  I  said 
that  it  was  something  that  I  wanted  to  do.  I  am  agreeing  with  you. 

Mr.  Tucker.  I  am  just  making  a  suggestion  to  you,  letting  you 
know  that  we  will  help  you.  We  will  take  you  by  the  hand  and 
show  you. 

Mr.  Bowles.  Thank  you.  I  went  by  to  meet  with  Congressman 
Mfume  just  to  do  that  very  thing. 

Mr.  Tucker.  Good. 

Mr.  Bowles.  I  am  determined  to  work  for  economic  empower- 
ment for  all  Americans.  It  is  a  priority  of  mine,  and  it  is  the  priori- 
ty of  the  President.  The  7(a)  Program  I  think  provides  currently 
about  15  percent  of  its  capital  to  minority  owned  firms.  I  think 
that  the  minority  business  populace  is  somewhat  less  than  15  per- 
cent now.  The  surety  bond  program  provides  about  15  to  18  percent 
of  its  capital  to  minority  owned  firms. 

We  can  do  a  better  job.  We  will  do  a  better  job.  We  have  to  focus 
our  efforts.  We  have  to  see  other  ways  to  do  it.  As  it  relates  to  the 
8(a)  Program,  we  have  to  actually  go  out  and  meet  with  people  like 
Harriet  Michele  and  find  out  how  she  is  doing  a  better  job  than  we 
are,  and  how  we  can  do  better.  I  cannot  tell  you  more  than  that  at 
this  point  in  time.  But  I  am  determined  to  look  at  it  to  see  how  we 
can  be  more  efficient  and  effective,  and  do  a  more  efficient  and  ef- 
fective job,  and  at  the  same  time  reach  out  to  the  minority  popu- 
lace. 

Mr.  Tucker.  I  appreciate  your  voice  of  interest.  I  think  that  that 
has  not  been  the  rule,  and  has  not  been  the  situation  in  the  past 
few  years.  If  in  fact  you  are  serious  and  you  are  committed  to 
doing  that,  then  I  am  sure  that  we  will  do  a  better  job.  Because  the 
job  that  has  been  done — as  I  say,  it  is  not  a  reflection  on  you,  you 
are  just  getting  on  the  job — has  not  been  satisfactory. 

I  was  sincere  in  saying  that  myself  and  anyone  else.  Congress- 
man Mfume  and  anyone  else,  would  sincerely  work  with  you  to 
toward  that  effort. 

Mr.  Bowles.  Congressman,  I  said  in  my  opening  remarks  that  I 
wanted  to  be  held  accountable.  I  do  want  to  be  held  accountable.  I 
want  to  be  judged  on  what  we  do  over  the  next  4  years.  I  have  com- 
mitted to  the  President  to  stay  the  course.  I  hope  when  we  look 
back  over  this  4  year  period  that  you  will  see  that  we  have  done  a 
lot  of  things  that  make  you  very  proud. 

Mr.  Tucker.  Thank  you. 

[Mr.  Tucker's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Thank  you. 

Mr.  Mclnnis,  do  you  have  any  questions? 

Mr.  McInnis.  Thank  you,  Mr.  Chairman. 

Mr.  Bowles,  bear  with  me  a  minute,  because  I  want  to  walk 
through  this. 
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The  million  dollars  that  you  have  in  your  budget  will  leverage 
what  amount  of  small  business  loans? 

Mr.  Bowles.  It  depends  on  the  program.  Each  one  has  a  different 
credit  subsidy  rate.  Let  me  give  you  an  example.  For  the  7(a)  Pro- 
gram, currently  it  has  a  5.47  percent  subsidy  rate.  So  a  million  dol- 
lars will  fund  approximately  $20  million.  At  the  same  time,  if  you 
take  the  program  that  we  talked  about  with  the  Chairman,  the  504 
Program,  it  has  only  a  .5  percent  subsidy  rate.  So  you  can  see  the 
huge  difference  where  you  get  your  real  bang  for  your  buck. 

Mr.  McInnis.  First  of  all,  let  me  tell  you  that  your  statements 
about  saving  the  taxpayers  dollars,  very  commendable,  which  I 
think  you  have  said.  Now  with  that  consideration  on  the  7(a)  Pro- 
gram, let  me  ask  you. 

Mr.  Bowles.  Yes,  sir. 

Mr.  McInnis.  To  put  as  much  money  as  possible  into  the  small 
business  community.  I  am  moved  by  the  remarks  by  our  college  at 
the  end  of  the  table  who  talked  about  the  minority  community, 
"shared  sacrifice."  I  think  that  those  are  honorable  statements. 
But  when  I  first  opened  up  your  budget  package,  I  saw  $17  million 
to  plant  trees.  So  by  my  calculations,  which  you  just  walked  me 
through,  we  could  leverage  an  additional  $140  million  in  small 
business  loans,  but  you  in  fact  have  chosen  to  spend  the  $17  million 
planting  trees. 

So  I  would  like  to  know  from  you  exactly  how  it  is  that  you  justi- 
fy a  $17  million  expenditure  condemning  your  comments  about 
shared  sacrifice  and  with  the  leverage  factor  that  we  know  exists, 
how  is  it  that  you  justify  the  $17  million  for  tree  planting  in  your 
budget? 

Mr.  Bowles.  Very  easily.  We  are  legislatively  mandated  to  spend 
those  funds  to  plant  trees.  Therefore,  my  job  is  to  make  sure  that 
we  spend  it  efficiently  and  effectively. 

Mr.  McInnis.  Is  it  not  also  a  part  of  your  job,  Mr.  Bowles,  or  do 
you  feel  it  is  an  obligation  as  well,  to  go  to  the  President  or  to  go  to 
the  Congress  and  say  "look,  this  $17  million  would  leverage  an  ad- 
ditional $140  million,  maybe  for  the  minority  community,  maybe 
for  the  small  businessman."  Regardless  of  that;  do  you  plan  to  take 
that  step  at  all? 

Chairman  LaFalce.  If  I  could  just  interrupt  for  a  second.  I  un- 
derstand fully  the  perspective  of  the  gentleman.  Of  course,  there 
are  always  cross-currents  at  work,  too.  I  do  know  that  two  individ- 
uals on  the  committee  have  spoken  to  me  thus  far  about  this  $17 
million.  One  was  Congressman  Neal  Smith,  who  thinks  that  it  is 
extremely  important.  One,  the  ranking  minority  member,  Mrs. 
Meyers,  who  said  that  she  considers  it  very  important,  too.  She 
hopes  that  we  could  contain  it. 

I  just  want  you  to  know  going  in  that  while  there  is  merit  to 
what  you  say,  and  there  is  merit  to  the  proposal,  there  are  compet- 
ing things  that  you  can  do  with  money.  I  do  know  of  two  individ- 
uals who  feel  very  strongly  about  the  tree  program. 

Mr.  McInnis.  I  appreciate  the  comment  from  the  Chairman.  But 
I  do  not  know  of  a  small  business  in  my  district  in  Colorado  to 
whom  I  could  justify  planting  $17  million  in  trees  when  I  tell  them 
that  we  could  leverage  $200  million  worth  of  loans. 
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Chairman  LaFalce.  One  more  thing,  too.  I  remember  when 
President  Bush  came  before  the  Congress.  He  set  out  as  one  of  his 
primary  goals  the  planting  of  1  billion  trees  during  his  term  of 
office  as  important  for  the  salvation  of  this  planet.  Also,  it  will 
help  in  community  development  and  it  can  create  jobs,  too. 

But  there  is  absolute  validity  to  what  the  gentleman  from  Colo- 
rado has  said.  If  you  used  that  money  elsewhere,  you  could  use  it 
for  different  programs.  You  could  use  it  for  minority  loans.  You 
could  use  it  for  loan  guarantees,  et  cetera.  So  it  becomes  a  question 
of  what  do  you  want  to  do  in  the  aggregate. 

Mr.  McInnis.  Mr.  Chairman 

Chairman  LaFalce.  You  will  be  given  additional  time. 

Mr.  McInnis.  Thank  you.  For  your  information,  Mr.  Chairman,  I 
certainly  did  not  concur  in  the  previous  President's  planting  of 
trees  as  well.  Anyway,  back  to  Mr.  Bowles. 

Mr.  Bowles,  what  is  your  position  in  regard  to  the  $17  million  in 
trees?  I  do  not  want  to  hear  it  being  efficiently  spent  and  so  on.  Do 
you  support  that  $17  million  in  trees,  or  do  you  think  that  the 
money  would  be  utilized  better  elsewhere — for  example,  in  leverag- 
ing the  program  of  which  you  just  spoke? 

Mr.  Bowles.  Congressman,  I  hope  that  you  do  want  to  hear 
about  efficiency  and  effectiveness.  Because  that  is  a  big  part  of  my 
job. 

Mr.  McInnis.  My  question,  Mr.  Bowles,  is,  do  you  support  the 
$17  million  expenditure  for  tree  planting,  or  would  those  moneys 
be  better  utilized  in  another  program? 

Mr.  Bowles.  First  of  all,  I  think  that  we  should  characterize  the 
tree  planting  program  correctly.  It  is  a  matching  program.  The 
funds  are  matched  by  the  States.  It  is  a  high  job  generator  for  low- 
paying  jobs.  In  addition,  the  tree  planting  goes  to  small  business, 
the  nursery  industry.  So  therefore,  it  does  have  some  positive 
impact  on  small  business.  In  addition,  the  GAO  gave  a  very  posi- 
tive report  on  the  1983  three  programs  that  the  SBA  administers. 

Would  I  choose,  if  I  had  my  choice  of  where  to  spend  my  money, 
to  spend  it  on  trees?  No,  sir. 

Mr.  McInnis.  Mr.  Chairman,  advise  me  when  my  time  is  getting 
close.  Mr.  Bowles,  let  me  ask  you,  in  regard  to  the  proposed  health 
reform  plan,  and  if  there  is  a  proposed  payroll  tax  for  health  care 
on  the  businesses  in  the  Nation,  have  you  done  any  thought  about 
the  impact  that  it  might  have  on  small  business? 

Mr.  Bowles,  Oh,  sure. 

Chairman  LaFalce.  And  your  thoughts? 

Mr.  Bowles.  As  it  relates  to  the  health  care  crisis  our  country  is 
in,  I  do  not  think  there  is  any  question  that  small  business  has 
been  disproportionately  adversely  affected  by  the  real  mess  our 
health  care  system  is  in.  The  cost  of  health  care  has  increased  by 
20  to  50  percent  a  year  for  small  businesses.  Small  businesses  pay 
on  average  30  percent  more  for  the  same  health  insurance  that 
large  businesses  do.  The  rate  of  increase  of  health  insurance  for 
small  businesses  has  grown  at  a  50  percent  higher  rate  per  year. 
I  do  not  know  if  you  spend  any  time  working  in  a  small  business, 
but  I  can  tell  you  most  small  businesses  that  I  have  worked  with 
have  tried  almost  everything  they  can  to  hold  down  the  cost  of 
health  care.  They  have  tried— they  have  tried  switching  programs. 
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They  have  tried  managed  care.  They  have  tried  cost  containment. 
They  have  tried  cost  sharing.  They  have  tried  reducing  benefits. 
They  have  tried  getting  their  employees  to  pay  a  larger  percentage 
of  the  cost.  Nothing  has  helped.  The  cost  of  health  insurance  con- 
tinues to  sky  rocket.  The  smaller  your  business  is  the  more  dispro- 
portionate adversely  affected  is  that  small  business. 

The  statistics  you  see  show  that  it  is  almost,  in  spite  of  that,  still 
about  79  percent  of  all  small  businesses  do  provide  some  form  of 
health  insurance  to  their  employees.  I  think  anything  we  can  do  to 
control  the  cost,  the  skyrocketing  cost  of  health  care  will  benefit 
those  small  businesses  that  are  currently  providing  insurance  to 
their  employees,  and  I  do  plan  to  have  and  do  plan  to  continue  to 
have  some  input  into  the  health  care  task  force. 

Mr.  McInnis.  Thank  you.  Mr.  Chairman. 

Chairman  LaFalce.  Thank  you. 

Mr.  Fields. 

Mr.  Fields.  Thank  you,  Mr.  Chairman. 

Mr.  Bowles,  I  have  just  a  few  questions  I  would  like  to  ask  you. 

Mr.  Bowles.  Yes,  sir. 

Mr.  Fields.  First  of  all,  welcome  to  the  committee,  and  I  know 
you  are  about  to  embark  upon  a  number  of  tasks. 

I  want  to  start  with  the  8(a)  Program.  How  many  businesses,  and 
I  would  appreciate  it  if  you  could  give  me  a  ballpark  figure.  If  you 
cannot,  I  can  understand.  About  how  many  businesses  in  existence 
today  would  qualify  under  the  8(a)  Program,  an  estimate? 

Mr.  Bowles.  Congressman,  I  do  not  know  how  many  qualify.  I 
can  only  tell  you  how  many  are  participating  now.  Maybe,  Larry, 
do  you  know?  But  there  are  only  4,300  firms  that  are  currently 
participating  in  the  entire  8(a)  Program,  and  only  9,500  in  the  ex- 
istence of  the  program. 

Mr.  Fields.  Forty-three  hundred  firms,  you  said? 

Mr.  Bowles.  Yes,  sir. 

Mr.  Fields.  How  many  firms  would  you  estimate  in  the  country, 
how  many  minority  firms  do  we  have  in  the  country?  Anybody 
have  that  approximate? 

Mr.  RosENBAUM.  We  can  provide  that  for  the  record. 

Mr.  Fields.  That  is  OK. 

Mr.  RosENBAUM.  We  would  be  more  than  happy  to  provide  that 
for  the  record,  because  we  do  have  it. 

Mr.  Fields.  Because  the  reason  why  I  asked  that  question  is  be- 
cause it  is  such  a  small  number,  and  I  was  reading  your  statement. 
You  said  one  of  the  priorities  of  the  administration,  as  a  matter  of 
fact  the  second  priority,  was  to  get  rid  of  unnecessary  paperwork 
and  bureaucratic  regulations. 

What  are  you  going  to  do  as  relates  to  the  8(a)  Program  in  reduc- 
ing some  of  the  paperwork  and  red  tape  that  many  of  the  small 
businesses  have  to  go  through  in  order  to  qualify  and  be  certified? 

Mr.  Bowles.  Congressman,  I  have  been  on  the  job  for  less  than 
10  days.  I  have  done  as  much  homework  as  I  possibly  can  do  prior 
to  being  confirmed,  and  now  since  taking  office.  I  spent  most  of  the 
first  week  involved  with  Small  Business  Week. 

What  I  do  know  is  that  we  can  do  a  lot  better.  There  are  a  couple 
of  things  that  I  have  looked  at  to  make  it  more  efficient  and  effec- 
tive. One  is  removing  some  of  the  people  who  are  involved  in  the 
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prime  contracting  phase  of  our  8(a)  Program,  and  moving  those 
people  into  the  field.  I  think  that  will  enable  us  to  be  more  efficient 
and  effective.  I  have  looked  at  consolidating  some  of  the  processing 
in  one  office,  I  think  will  improve  the  efficiency  and  effectiveness. 
But  those  are  two  things  I  have  looked  at.  I  cannot  tell  you  wheth- 
er those  are  things  we  will  adopt  at  this  point  in  time,  because  I 
have  to  do  my  homework.  But  clearly  we  can  do  a  better  job. 

Mr.  Fields.  OK.  Let  me  give  you  just  a  little  bit  more  homework 
if  you  can  get  to  the  office,  get  to  my  office  and  to  the  Chairman.  I 
am  sure  he  would  share  whatever  members.  I  have  a  particular  in- 
terest in  it  and  I  would  appreciate  it  if  you  could  get  the  informa- 
tion to  me. 

One,  of  the  4,300  businesses  that  you  alluded  to  in  the  8(a)  Pro- 
gram, I  would  to  know  by  breakdown,  either  breakdown  of  how 
many  of  those  businesses  are  women-owned  businesses,  how  many 
of  them  are  black-owned  businesses  and  the  entire  line  of  minori- 
ties. 

Mr.  Bowles.  I  will  be  happy  to  provide  that  to  you. 

Mr.  Fields.  I  would  also  like  to  talk  a  little  bit  about  funding. 

Last  year's  appropriation  was  right  at  about — how  much  was  last 
year's  appropriation  for  the  SBA  Program — I  mean,  for  the  8(a) 
Program? 

Mr.  Bowles.  I  think  it  was  approximately  the  same.  I  think  it 
has  been  about  $4.2  to  $4.3  billion,  because  it  is  not  an  appropria- 
tion, by  the  way. 

Mr.  Fields.  Right.  But  the  $4.8  billion  that  you  are  speaking  of, 
of  that  $4.8  how  much  did  you  spend  last  year? 

Mr.  Bowles.  What  we  are  doing  is  procuring  contracts  for  firms, 
and  so  all  of  that  money — those  are  contracts  that  each  one  of 
these 

Mr.  Fields.  I  understand  what  it  is.  I  am  asking  you  how  much 
did  you  expend. 

Mr.  RosENBAUM.  Mr.  Congressman? 

Mr.  Fields.  Yes. 

Mr.  RosENBAUM.  The  $4.3  billion  that  went  to  8(a)  as  8(a)  con- 
tractors is  not  our  money.  What  we  do  is  we  work  with  the  procur- 
ing agencies,  and  make  sure  that  the  minority  community  gets 
their  share  of  Government  procurement.  These  contracts  were 
awarded,  and  they  are  expended.  They  may  not  be  totally  expended 
this  year  or  last  year,  but  they  will  be  expended  over 

Mr.  Fields.  Well,  maybe  I  asked  the  wrong  question.  Maybe  I 
asked  the  wrong  question.  Let  me  ask  the  first  question. 

How  much  money  did  we  appropriate  to  the  8(a)  Program? 

Mr.  RosENBAUM.  The  actual  program  dollars  for  the  8(a)  Pro- 
gram, other  than  some  technical  assistance  money  and  money  for 
salaries  and  expenses 

Mr.  Fields.  Excluding  emplojnnent.  I  mean,  how  much — is  there 
any  set  aside  per  se  for  the  8(a)  Program? 

I  understand  how  the  procurement  process  works.  I  am  sure 
there  are  some  dollars  appropriated,  or  a  figure  or  a  percentage  ap- 
propriated to  the  8(a)  Program,  is  there  not? 

Mr.  RosENBAUM.  We  have  grant  money  which  gives  them  techni- 
cal assistance.  That's  a  7(j)  grant  program,  and  that  is  technical  as- 
sistance. It  goes  some  to  8(a)  and  to  other  minority  programs. 
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Mr.  Fields.  OK. 

Mr.  Bowles.  Congressman,  the  Federal  Government  lets  out  con- 
tracts each  year  for  about  $160  billion  for  goods  and  services.  Of 
that 

Mr.  Fields.  Is  there  a  percentage  of  that  that  is  allocated  to — 
that  is  what  I  am  asking. 

Mr.  Bowles.  That  is  what  I  am  trying  to  get  to. 

Mr.  Fields.  OK,  I  appreciate  that. 

Mr.  Bowles.  Of  that  amount,  approximately  a  third — I  think  it 
was  $180  billion,  actually.  Of  that  about  a  third  goes  to  small  busi- 
ness, of  about  $60  billion.  Of  that  percentage  $4.3  billion  is  the 
amount  that  was  procured  under  the  8(a)  Program.  So  that  kind  of 
gets  you  to  the  numbers  I  think  you 

Mr.  Fields.  So  what  is  the  actual  number?  I  understand  $4.3  bil- 
lion was  actually  allocated.  Not  allocated,  but 

Mr.  Bowles.  Awarded. 

Mr.  Fields.  Awarded. 

Mr.  Bowles.  Yes,  sir. 

Mr.  Fields.  The  total  amount  is  $60? 

Mr.  Bowles.  One  hundred  and  sixty  is  the  total.  Of  that  about 
$60  went  to  small  business  in  total,  and  of  that  $4.3  went  to  the 
8(a)  Program. 

Mr.  Fields.  So  a  third  is  appropriated? 

Mr.  Bowles.  No,  sir.  Those  are  contracts  that  are  let  to  small 
businesses. 

Mr.  Fields.  I  understand  that.  Let  me  ask  it  using  maybe  some 
better  layman  terms. 

You  have  $160-some  billion  dollars,  is  that  not  correct? 

Mr.  Bowles.  That  is  what  the  entire  Federal  Government  has. 

Mr.  Fields.  Exactly. 

Mr.  Bowles.  Yes,  sir. 

Mr.  Fields.  What  percentage  of  the  $160  billion — is  it  a  third  of 
the  $160  billion  that 

Mr.  Bowles.  That  goes  to  small  business  in  total. 

Mr.  Fields.  Must  go  to  8(a)  Programs? 

Mr.  Bowles.  No,  sir. 

Chairman  LaFalce.  There  is  no  set-aside 

Mr.  Fields.  OK. 

Chairman  LaFalce.  [Continuing.]  for  the  8(a)  Program.  There  is 
a  Small  Business  Committee  set-aside,  and  then  there  are  goals  for 
minorities. 

Mr.  Fields.  OK.  Well,  that  is  my  point.  What  is 

Chairman  LaFalce.  Then  there  is  the  8(a)  Program,  which  is  nei- 
ther a  set-aside  nor  a  goaled  program.  It  is  a  Business  Development 
Program. 

Mr.  Fields.  OK.  Well,  what  is  the  goal  as  relates  to  the  8(a)  Pro- 
gram? 

Mr.  Bowles.  I  will  have  to  provide  that  to  you  for  the  record, 
Congressman.  I  am  not  sure  I  can  answer  that  accurately. 

Mr.  Fields.  OK.  Because  it  appears  that  we  are  just  doing  a  shot- 
gun. If  we  land  in  a  certain  area,  fine.  If  we  do  not,  I  mean,  I  would 
certainly  like  to  know  the  goal  of  the  moneys  that  should  be 

Chairman  LaFalce.  Well,  you  see,  it  is  not  a  target.  It  is  not  a 
set-aside  program,  and  I  do  not  believe  there  are  any  numerical 
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goals  for  8(a).  It  is  a  Business  Development  Program.  So  the  ques- 
tion is  to  what  extent  can  we  take  minority  companies  and  through 
the  use  of  Government  contracts  develop  them  to  such  a  point  that 
they  can  become  independent  of  the  8(a)  Program. 

Mr.  Fields.  I  am  quite  aware,  Mr.  Chairman,  of  how  the  program 
works.  I  am  trying  to  figure  out  whether  or  not  there  is — you  said 
there  was  a  goal,  and  I  am  trying  to  figure  out  what  is  that  goal. 

Mr.  Bowles.  Congressman  Fields,  that  is  a  very  fair  question, 
and  I  will  try  to  get  that  information  to  you  for  the  record.  I  am 
sorry.  I  just  do  not  have  it  today. 

Mr.  Fields.  That  is  fine. 

My  final  question  is  the — is  it  the  microloan  program? 

Mr.  Bowles.  Yes,  sir, 

Mr.  Fields.  How  many  States  participate  in  that  program? 

Mr.  Bowles.  I  honestly  do  not  know  how  many  States.  In  some 
States  we  have  two  or  three.  In  most  States  we  have  one.  I  think 
we  are  getting  ready  to  make  the  awards  at  the  end  of  this  week  or 
the  beginning  of  next  week,  and  I  cannot  give  you  an  exact 
number.  I  will  give  that  to  you  for  the  record.  Our  goal  is 

Chairman  LaFalce.  My  counsel  tells  me  he  thinks  there  are 
about  35  States  right  now. 

Mr.  Bowles.  I  think  that  is  right. 

Mr.  Fields.  Do  you  take  economic  depression  into  consideration 
when  you  make  these  decisions? 

Mr.  Bowles.  I  cannot  tell  you  exactly  what  the  criteria  are. 

Mr.  Fields.  The  reason  why  I  ask  that  question  because  in  The 
Delta  there  is  no  program,  microprogram  in  The  Delta,  as  I  appre- 
ciate it.  There  is  certainly  not  one  in  Louisiana,  and  I  think  Louisi- 
ana has  applied  a  couple  of  times  through  the  Chamber  of  Com- 
merce. When  we  allocate  these  moneys  that  deal  with  economic  de- 
velopment, I  really  think  we  ought  to  have  some  tjrpe  of,  I  guess, 
conscious  to  those  areas  in  the  country  that  are  economically  de- 
prived. 

Mr.  Bowles.  Yes,  sir. 

Mr.  Fields.  If  you  can  take  that  into  consideration,  I  would 
really  appreciate  it. 

Mr.  Bowles.  Thank  you.  I  will  report  back  to  you  where  they  are 
and  whether  or  not  we  have  done  that. 

Mr.  Fields.  Thank  you.  I  have  no  further  questions. 

Chairman  LaFalce.  Thank  you  very  much. 

Larry,  did  you  want  to  add  anything? 

Mr.  RosENBAUM.  I  was  just  going  to  say  it  is  in  44  States. 

Chairman  LaFalce.  Forty-four  States. 

Mr.  RosENBAUM.  That  we  awarded,  yes. 

Mr.  Fields.  Is  there  one  in  Louisiana? 

Chairman  LaFalce.  Is  Louisiana  one  of  those  States? 

Mr.  RosENBAUM.  Let  me  see  if  I  have  got  the  list  over  here. 

No,  I  do  not  have  the  list  of  States,  but  we  can  provide  that  for 
you. 

Mr.  Fields.  I  talked  to  my  Chamber  before  I  left,  and  there  is  not 
one  in  Louisiana.  Louisiana  is  the  second-poorest  area,  as  a  matter 
of  fact,  in  the  entire  country  in  terms  of  rural  areas. 

[Mr.  Fields'  statement  may  be  found  in  the  appendix.] 
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Chairman  LaFalce.  Well,  perhaps  you  could  not  only  inquire  of 
whether  Louisiana  has  one,  but  if  they  do  not  have  one,  perhaps 
you  might  try  to  work  with  an  outreach  program,  some  economic 
development  unit  maybe  in  the  Governor's  office,  to  try  to  bring 
that  program  to  Louisiana  if  it  does  not  have  one.  If  it  does,  maybe 
you  can  see  if  they  can  extend  its  jurisdiction  beyond  where  it  pres- 
ently is  within  the  State  to  permit  it  to  aid  the  Delta  region. 

Mr.  Bowles.  Mr.  Chairman,  we  will  absolutely  look  into  it  and 
report  back  to  you. 

Chairman  LaFalce.  Advise  me  of  that,  too. 

Mr.  Bowles.  Yes,  sir. 

Chairman  LaFalce.  I  have  many,  many  questions.  I  think  we 
should  defer  those  to  some  future  time  when  you  and  I  can  get  to- 
gether, and  we  will  talk  about  that  after  this  meeting. 

Mr.  Bowles.  Thank  you. 

Chairman  LaFalce.  I  want  to  say  something,  Mr.  Bowles.  I  do 
not  say  this  just  to  say  it.  I  say  it  because  it  is  true.  You  have 
shown  a  greater  command  of  the  SBA  budget  and  the  SBA  Pro- 
gram than  any  administrator  has  ever  shown,  not  only  after  an  8- 
day  period,  but  maybe  ever,  even  at  the  end  of  their  2  or  3  years.  I 
have  been  here  since  January  1975,  so  I  have  seen  the  administra- 
tors of  SBA  come  and  go.  It  is  refreshing  not  only  to  see  your 
knowledge  of  the  programs,  but  to  see  your  sophisticated  knowl- 
edge and  understanding  of  financial  and  business  issues  too.  I  do 
not  think  we  have  ever  had  such  a  sophisticated  understanding  of 
an  administrator.  I  think  this  proves  what  I  said  in  my  opening 
statement:  That  you  have  the  capacity  clearly  to  be  the  finest  ad- 
ministrator SBA  has  ever  had.  We  will  work  with  you  closely  to 
help  bring  that  about. 

Thank  you  very  much. 

Mr.  Bowles.  Thank  you,  sir. 

[Whereupon,  at  12:25  p.m.,  the  committee  was  adjourned.] 


SBA  BUDGET  REQUEST 


THURSDAY,  MAY  27,  1993 

House  of  Representatives, 
Committee  on  Small  Business, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  9:41  a.m.,  in  room 
2359-A,  Rayburn  House  Office  Building,  Hon.  John  J.  LaFalce 
(chairman  of  the  committee)  presiding. 

Chairman  LaFalce.  The  Small  Business  Committee  will  come  to 
order.  We  were  in  very  late  last  night,  and  then  I  had  my  first 
meeting  this  morning  at  the  White  House  at  7  o'clock.  That  is  why 
I  am  a  little  bit  late  here  today.  Anyway,  we  are  glad  to  have  you 
here  as  the  committee  resumes  its  hearings  on  the  adequacy  of  the 
budget  for  the  Small  Business  Administration,  primarily  with  ref- 
erence to  fiscal  year  1994,  but  also  as  to  the  remainder  of  the  cur- 
rent fiscal  year. 

Last  week  the  committee  was  pleased  to  receive  the  testimony 
from  the  newly  confirmed  administrator  of  the  Small  Business  Ad- 
ministration, the  Honorable  Erskine  Bowles  of  North  Carolina.  The 
principal  focus  of  last  week's  hearing  was  the  status  of  SBA's  fi- 
nancial assistance  programs  and  the  agency's  ability  to  help  small 
firms  overcome  the  credit  crunch.  The  committee  is  also  very  con- 
cerned with  the  other  major  SBA  Programs.  Thus  we  are  pleased 
to  have  representatives  from  the  SBDC  Program  and  the  venture 
capital  programs,  both  of  which  are  very  important  to  the  agency. 
However,  particularly  in  light  of  the  continued  shutdown  of  the 
7(a)  loan  program  due  to  its  having  exhausted  all  funding  for  the 
year,  the  emphasis  on  the  agency's  financial  programs  will  contin- 
ue today. 

I  do  want  to  note  for  the  record,  however,  that  yesterday  the 
House  approved  H.R.  2118,  which  will  provide  an  additional  $181 
million  to  support  an  additional  $3.3  billion  in  loan  guarantees  and 
carry  the  program  through  this  fiscal  year.  The  Senate  still  needs 
to  act.  Until  this  issue  is  finally  resolved,  small  businesses  will  con- 
tinue to  be  denied  critical  resources. 

I  shall  continue  to  press  for  the  earliest  possible  action.  I  know 
how  important  this  is.  As  part  of  next  year's  budget  request,  this 
administration,  as  administrations  in  the  past  have  done,  is  propos- 
ing additional  fees  on  the  guaranteed  loan  programs  and  a  reduc- 
tion in  the  percentage  of  the  loan  guaranteed  by  the  Government. 
But,  unlike  previous  years,  this  is  not  being  done  in  a  vacuum.  It  is 
part  of  a  much  broader  effort  focused  on  serious,  credible,  deficit 
reduction.  Unlike  previous  administrations,  this  administration  is 
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proposing  what  the  Federal  Reserve  Board  has  deemed  to  be  a  seri- 
ous and  credible  deficit  reduction  package. 

As  part  of  that  effort,  the  SBA  has  been  asked  to  come  up  with 
$169  million  in  savings.  No  one  would  be  suggesting  a  fee  or  the 
other  program  changes  that  are  now  on  the  table  if  our  Govern- 
ment did  not  need  the  resources  to  reduce  the  deficit.  The  impact 
of  these  changes  is  substantial  from  the  perspective  of  cost  savings. 
The  Congress  will  have  appropriated  over  $375  million  to  support  a 
$6.9  billion  loan  guarantee  program  in  1993. 

The  program  changes  being  suggested  could  theoretically  allow 
us  to  appropriate  only  a  fraction  of  that  amount,  $155  million,  to 
support  a  program  of  almost  comparable  size.  Now,  this  committee 
understands  that  no  bank,  no  lender  in  the  United  States,  will 
want  to  pay  a  fee  if  it  doesn't  have  to.  Nor  would  any  bank,  any 
lender,  prefer  a  75  percent  guarantee  to  a  larger  guarantee.  It 
doesn't  take  much  to  understand  that  there  is  going  to  be  automat- 
ic opposition  to  that.  But  it  is  not  unreasonable  to  charge  a  fee  for 
a  service  and  some  would  argue  that  there  are  substantive,  sub- 
stantial incentives  to  participate  in  the  SBA  Loan  Guarantee  Pro- 
gram even  with  the  recommended  changes.  It  is  for  this  committee 
to  determine  how  we  can  strike  the  right  balance. 

The  public  policy  question  is  what  if  any  of  these  or  other  pro- 
gram changes  can  be  effected  without  putting  the  integrity  of  the 
Loan  Guarantee  Program  and  the  small  businesses  it  serves  at 
undue  risk.  As  we  attempt  to  make  that  judgment,  we  must  re- 
member that  deficit  reduction  is  not  our  only  goal.  The  suggested 
changes  may,  in  fact,  not  be  compatible  with  the  objectives  of  equal 
or  even  greater  importance  to  this  administration:  Eliminating  the 
credit  crunch  which  has  plagued  small  business  for  so  long,  and  al- 
lowing small  business  to  be  the  catalyst  for  growth  it  has  the  po- 
tential to  be. 

If  the  recommended  approach  is  not  compatible  with  those  goals, 
we  must  seek  a  better  way.  The  fundamental  question,  then,  is  the 
impact  on  the  small  business  borrower.  As  our  committee  considers 
the  impact  of  fee  increases  and  guarantee  reductions,  we  need  to 
ascertain  just  what  such  changes  would  do  to  those  small  business 
borrowers  who  need  this  loan  money  the  most. 

My  concerns  focus  particularly  on  those  who  already  have  an  es- 
pecially difficult  time  obtaining  credit,  the  small  borrower  who 
needs  only  $30,000,  $50,000,  or  $60,000,  the  minority  borrower  and 
the  emerging  business  owner.  I  am  hopeful  that  we  can  find  other 
sources  than  the  SBA  budget  for  achieving  the  necessary  deficit  re- 
duction. 

SBA  cannot  be  expected  to  bear  the  brunt  of  this  challenge.  But 
if  not,  then  we  must  seek  changes  that  will  not  impair  the  funda- 
mental integrity  of  our  programs. 

When  we  conclude  today's  hearing,  I  hope  we  will  have  received 
objective,  professional  judgment  from  our  expert  witnesses  on  these 
very  important  questions.  I  would  like  to  call  upon  our  distin- 
guished ranking  minority  member,  Mrs.  Meyers,  for  any  opening 
remarks  she  might  make. 

[Chairman  LaFalce's  statement  may  be  found  in  the  appendix.] 

Mrs.  Meyers.  Thank  you,  Mr.  Chairman.  In  the  interest  of  time  I 
am  not  going  to  make  a  lengthy  opening  statement.  Thank  you  for 
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assembling  these  many  able  witnesses  this  morning  to  testify  and 
render  their  opinions  on  the  administration's  proposed  fiscal  year 
1994  budget  for  the  Small  Business  Administration. 

As  we  heard  last  week  from  our  new  administrator,  Erskine 
Bowles,  the  administration  would  like  to  make  some  changes  in  the 
SBA  loan  programs,  most  notably  the  7(a)  General  Business  Loan 
Guarantee  Program  to  reduce  the  taxpayers'  exposure,  reduce  loss 
rates  and  provide  more  loans  per  appropriated  dollar.  These 
changes  include  reducing  the  Government  guarantee  level  from  an 
average  of  81  to  75  percent  and  charging  a  .05  percent  fee  on  the 
unpaid  guaranteed  principal  balance  for  sales  of  loans  in  the  sec- 
ondary market.  Such  proposals  are  not  necessarily  new,  having 
been  put  forward  unsuccessfully  by  previous  administrations.  How- 
ever, I  believe  we  ought  to  carefully  consider  these  proposals,  and 
the  input  of  our  witnesses,  to  determine  whether  such  initiatives 
could  be  implemented  without  imposing  further  harm  to  the  small 
business  lending  climate. 

In  addition  to  the  7(a)  Program,  we  will  hear  from  knowledgeable 
witnesses  on  the  proposed  funding  levels  for  the  502  and  504  loan 
programs,  the  Small  Business  Investment  Company  Program,  the 
Small  Business  Development  Centers,  and  the  many  other  outreach 
and  business  assistance  programs  conducted  through  the  SBA.  I 
look  forward  to  all  of  your  testimony,  as  it  will  be  very  helpful  to 
this  committee  in  assessing  the  SBA  budget.  I  might  say  that  I  ^yas 
very  pleased  that  the  House  passed  a  $181  million  appropriation 
for  guaranteed  loan  money  yesterday. 

I  hope  the  Senate  acts  today  so  that  we  can  get  it  on  the  Presi- 
dent's desk  as  fast  as  possible.  Thank  you  very  much,  Mr.  Chair- 
man. 

[Mrs.  Meyers'  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Ms.  Margolies-Mezvinsky. 

Ms.  Margolies-Mezvinsky.  I  know  you  are  as  pleased  as  I  am 
that  the  funding  for  the  SBA  7(a)  loan  has  been  restored  by  the 
House  of  Representatives.  On  Monday  I  met  with  the  Key  Stone 
group  in  my  district.  They  let  me  know  how  crucial  this  money  is 
to  them  and  many  small  businesses  in  Montgomery  County,  Penn- 
sylvania, which  is  where  I  am  from. 

Now,  if  the  Senate  follows  our  lead,  this  new  money  they  will  be 
able  to  make  loans  to  small  companies,  companies  which  will  use 
the  money  to  create  jobs  which,  as  we  all  know,  our  Nation  desper- 
ately needs.  We  cannot  have  a  jobless  recovery.  I  look  forward  to 
today's  hearing  and  learning  more  about  the  SBA's  1994  funding 
needs  and  program  usages.  Thank  you  very  much. 

[Ms.  Margolies-Mezvinsky's  statement  may  be  found  in  the  ap- 
pendix.] 

Chairman  LaFalce.  Thank  you  very  much. 

Gentlemen,  we  have  two  panels  today,  and,  therefore,  of  necessi- 
ty each  witness  will  have  to  confine  his  or  her  remarks  to  approxi- 
mately 5  minutes  or  so.  Now,  I  am  not  going  to  be  strict  about  that, 
but  if  you  go  much  beyond  that,  I  will  have  to  get  a  little  stricter 
than  I  like  to  be. 

Let  us  hear  from  our  first  panel  and  we  will  go  in  the  order  that 
you  are  seated.  OK,  first  we  will  hear  from  Mr.  Anthony  Wilkin- 
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son,  then  Mr.  John  Shivers,  Mr.  Scott  Wilfong,  Mr.  Kenneth  Lueck- 
enotte,  and  Mr.  Kadison. 

Mr.  Wilkinson,  representing  the  National  Association  of  Govern- 
ment Guaranteed  Lenders. 

TESTIMONY  OF  ANTHONY  R.  WILKINSON,  PRESIDENT,  NATIONAL 
ASSOCIATION  OF  GOVERNMENT  GUARANTEED  LENDERS,  INC. 

Mr.  Wilkinson.  Mr.  Chairman,  I  appreciate  the  opportunity  to 
again  come  before  this  committee  and  discuss  the  SBA  loan  pro- 
grams, the  administration's  budget  request  for  fiscal  year  1994,  and 
the  current  funding  crisis.  First,  let  me  start  by  congratulating 
President  Clinton  for  his  selection  of  Erskine  Bowles  as  Adminis- 
trator of  the  SBA.  I  have  met  with  Mr.  Bowles  and  I  believe  he  will 
prove  to  be  an  excellent  advocate  for  small  business. 

Second,  let  me  congratulate  the  Chairman,  Neal  Smith,  and  the 
other  Members  of  this  committee  and  of  the  House  of  Representa- 
tives for  passing  H.R.  2118  yesterday.  While  I  don't  understand 
how  the  small  business  sector  could  ever  be  subjected  to  this  kind 
of  capital  stoppage,  the  House  has  taken  a  major  step  in  rectifying 
the  situation. 

I  hope  that  the  Senate  will  move  expeditiously  to  pass  this  bill 
and  let  us  get  back  to  the  business  of  serving  the  long-term  debt 
capital  needs  of  small  business. 

In  terms  of  the  1994  budget  request,  let  me  begin  by  thanking 
you,  Mr.  Chairman,  and  other  members  of  this  committee  for  re- 
peatedly rejecting  the  budget  proposals  over  the  past  12  years  that 
would  have  served  to  make  credit  more  expensive  and  less  avail- 
able for  small  business. 

Since  this  budget  proposal  has  simply  been  repackaged  from 
prior  years,  I  hope  this  committee  will  make  13  a  lucky  number  by 
again  rejecting  those  proposals.  While  deficit  reduction  is  an  issue, 
the  SBA  cannot  be  expected  to  bear  a  disproportionate  burden  in 
balancing  the  Federal  budget  through  reductions  in  its  programs. 
You  have  my  written  testimony  for  the  record  so  in  the  interest  of 
time  I  will  summarize  my  presentation. 

NAGrGL  is  disappointed  that  the  administration's  budget  request 
outlines  proposals  that  serve  only  to  heighten  the  effects  of  the 
credit  crunch.  The  budget  request  has  two  line  items  of  particular 
concern:  The  decrease  in  the  average  guaranty  percentage  and  col- 
lection of  a  secondary  market  fee  at  a  half  percent  per  annum. 

Reductions  in  the  guaranty  percentage  will  simply  serve  to 
reduce  capital  availability  to  small  business.  Banks  and  other  lend- 
ers simply  have  limited  resources  that  can  be  placed  in  a  portfolio 
of  long-term  loans,  the  kinds  of  loans  most  needed  by  small  busi- 
nesses. A  reduction  in  the  guaranty  percentage  leads  to  a  reduction 
in  the  availability  of  long-term  loan  funds. 

Under  this  scenario,  many  worthy  small  borrowers  would  not 
have  access  to  needed  long-term  financing,  again  heightening  the 
effects  of  the  credit  crunch.  The  budget  proposal  indicates  the  guar- 
anty percentage  decrease  would  lead  to  better  lender  scrutiny, 
lower  defaults  and  lower  loan  losses. 

I  believe  that  the  SBA  loss  rate  is  already  sufficiently  low.  The 
proposed  reductions  in  the  guarantee  percentage  would  only  serve 
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to  exclude  otherwise  worthy  borrowers  from  obtaining  credit  and 
would  disproportionately  impact  smaller  lending  institutions. 
NAGGL  urges  this  committee  to  oppose  any  effort  to  decrease  the 
guaranty  percentage. 

The  second  initiative  of  collecting  an  ongoing  user  fee  of  half  per- 
cent per  annum  runs  contrary  to  the  reason  the  secondary  market 
was  established.  The  secondary  market  for  SBA  loans  has  proven 
to  be  an  excellent  vehicle  for  small  businesses  to  access  capital 
markets,  yet  the  budget  proposal  would  serve  to  penalize  borrowers 
and  lenders  who  would  access  it.  Ironically,  Mr.  Chairman,  while 
you  and  other  Members  of  Congress  search  for  ways  to  expand  sec- 
ondary market  capital  accessibility,  the  administration  has  brought 
forth  a  proposal  that  could  constrict  a  secondary  market  that  is 
working  quite  well.  NAGGL  urges  this  committee  to  oppose  the 
secondary  market  user  fee. 

The  two  proposed  budget  initiatives  would  translate  into  a  signif- 
icant increase  in  the  cost  of  the  program  to  borrowers  and  lenders. 
The  results  would  include  smaller,  more  difficult  and  more  expen- 
sive loans  would  not  be  made,  meaning  the  borrowers  who  need  the 
program  the  most  would  go  unserved. 

Banks'  gross  revenues  would  decrease  on  average  35  to  40  per- 
cent, causing  lenders  to  reconsider  their  use  of  the  program.  The 
revenue  cut  would  result  in  lower  tax  payments  by  lenders.  A  bor- 
rower's cost  of  capital  would  be  increased  to  offset  the  new 
changes.  If  we  are  trying  to  foster  growth  in  the  small  business 
sector,  why  are  we  proposing  to  raise  their  cost  to  obtain  capital 
and  limiting  the  use  of  the  program  by  lenders? 

On  many  occasions  the  President  has  talked  of  the  extreme  im- 
portance small  business  plays  in  our  economy.  He  has  talked  of  the 
need  to  solve  the  credit  crunch.  Unfortunately,  the  message  was 
either  not  conveyed  to  or  heard  by  the  budgeters.  How  can  v/e  talk 
of  increasing  the  flow  of  capital  to  small  business  while  at  the 
same  time  proposing  to  cut  the  single  largest  provider  of  funds.  I 
know  that  the  administration  gave  the  SBA  budget  only  a  cursory 
review.  I  believe  that  the  small  business  sector  deserves  better 
treatment  than  that  and  I  hope  the  administration  will  reconsider 
their  budget  proposal. 

Before  any  decision  is  made  on  structural  changes  to  the  pro- 
gram, I  would  suggest  that  the  subsidy  model  be  carefully  reviewed 
as  NAGGL  believes  there  are  flaws  in  the  calculation.  The  subsidy 
model  is  overstating  the  cost  of  the  program  to  the  Governrnent  by 
continuing  to  fictitiously  accrue  interest  on  loans  in  liquidation. 

At  charge-off  date,  the  SBA  charges  off  both  principal  and  inter- 
est, even  though  the  interest  portion  does  not  require  a  true  outlay 
of  funds.  This  overstates  the  actual  losses  incurred  by  the  Govern- 
ment and  negatively  impacts  future  users  of  the  program  by  re- 
porting a  higher  than  actual  subsidy  rate. 

In  the  private  sector,  lending  institutions  are  required  to  place 
reasons  on  nonaccrual  status  when  the  loan  becomes  90  days  delin- 
quent. After  a  loan  is  liquidated  the  private  sector  only  charges  off 
the  remaining  principal  balance,  as  no  further  interest  is  accrued. 
The  SBA  should  modify  their  accounting  practices  to  reflect  this 
lending  industry  standard  and  begin  placing  defaulted  loans  on 
nonaccrual  for  accounting  purposes  at  the  date  they  repurchase  the 
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guaranteed  portion.  This  will  more  accurately  reflect  the  Govern- 
ment's required  outlays  and  will  reduce  the  subsidy  rate  for  this 
most  important  program. 

There  are  other  areas  of  concern  in  the  subsidy  rate.  Rather 
than  get  into  those  technical  issues  here  I  will  correspond  with 
you,  Mr.  Chairman,  and  the  SBA  to  make  sure  that  a  fair  Govern- 
mental cost  is  being  reported.  It  is  obviously  in  the  administra- 
tion's, the  SBA's,  and  the  small  business  sector's  best  interests  to 
have  cost  overstating  items  adjusted  before  the  small  business 
sector  is  subjected  to  unnecessary  structural  changes  that  would  in- 
crease their  cost  of  capital. 

The  administration's  budgets  request  has  only  addressed  the 
outlay  side  of  the  equation.  Where  is  the  discussion  about  the  reve- 
nues these  small  business  borrowers  create?  Any  good  business  de- 
cision is  based  upon  a  cost  benefit  analysis,  not  just  a  cost  analysis. 

Mr.  Chairman,  as  you  have  said  at  past  budget  hearings,  if  the 
Government's  analysis  were  to  include  the  payroll,  individual  and 
corporate  tax  revenues  generated  by  SBA  borrowers,  you  would 
find  that  the  benefits  created  by  this  program  significantly  out- 
weigh its  cost.  Ironically,  the  budget  proposal  that  is  supposedly  de- 
signed to  save  money  for  the  Government  will,  in  my  opinion,  lead 
to  larger  budget  deficits  as  small  businesses  will  find  it  increasing- 
ly difficult  to  finance  their  operation. 

The  Government  coffers  would  lose  tax  revenues  from  those 
small  businesses  that  could  not  start,  expand  or  grow  because  they 
could  not  find  financing.  Borrowers  looking  for  smaller  loans  that 
are  typically  more  risky  and  more  expensive  will  find  themselves 
squeezed  out  of  the  program. 

With  all  the  foregoing  in  mind,  NAGGL  urges  this  committee  to 
keep  with  its  past  convictions  and  oppose  the  proposed  structural 
changes  to  the  program  that  would  serve  only  to  restrict  capital 
availability  to  small  businesses  and  in  my  opinion  increase  the  Fed- 
eral deficit. 

Earlier  this  year  the  administration,  in  conjunction  with  the  Fed- 
eral banking  regulators,  unveiled  a  program  of  regulatory  and  ad- 
ministrative changes  that  are  to  help  the  flow  of  credit  to  smaller 
enterprises.  These  new  guidelines  allow  well-managed  and  ade- 
quately capitalized  institutions  to  create  a  loan  pool  of  funds  of  up 
to  20  percent  of  their  capital,  and  these  loans  would  require  only 
minimal  documentation. 

Unfortunately,  this  program  is  not  of  the  magnitude  needed  by 
small  business,  and  does  not  match  the  effectiveness  of  the  current 
SBA  Program.  From  the  Interagency  Initiative/SBA  Portfolio  Com- 
parison that  accompanies  my  written  testimony,  please  notice  that 
the  amount  of  funds  in  lender's  interagency  loan  pool  correlates  to 
on  average  to  about  2  percent  of  their  loan  portfolios.  Not  a  very 
big  leverage.  Rather  than  generating  new  loans  to  small  business, 
the  bankers  I  spoke  with  see  this  as  a  safety  outlet  to  reclassify 
those  performing  loans  already  on  their  books  that  have  been  pre- 
viously criticized  by  the  bank  regulators. 

This  initiative  will  not  result  in  the  kinds  of  new  loan  volume  as 
has  been  stated  and  will  not  have  the  impact  that  an  SBA  lending 
division  could  have  on  the  bank  and  the  small  business  community. 
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In  my  opinion,  the  SBA  loan  programs  are  well  managed.  These 
programs  level  out  the  playing  field  for  smaller  companies  by  pro- 
viding them  the  same  access  to  affordable,  long-term  credit  enjoyed 
by  larger  corporations.  This  is  done  at  a  minimum  of  Federal  cost 
and  at  a  minimum  of  interference  in  the  free  market  system. 
NAGGL  commends  the  committee  for  its  past  support  of  the  SBA 
and  its  loan  programs  and  we  urge  increased  support  now  as  the 
small  business  sector  plays  a  most  important  role  in  these  econom- 
ic times. 

We  must  find  ways  to  encourage  the  entrepreneurial  spirit,  en- 
courage people  to  go  into  business  and  create  jobs,  develop  technol- 
ogy, employ  people,  and  generate  tax  revenues.  Restricting  small 
businesses  access  to  capital  or  raising  the  cost  of  capital  would  be 
counterproductive. 

Let's  give  Erskine  Bowles  the  tools  he  needs  to  succeed.  Let's 
reject  the  budget  proposal,  clean  up  the  subsidy  rate  issue  and  fund 
this  program  as  it  deserves  to  be  funded.  Please  keep  in  mind  that 
ending  the  small  business  credit  crunch  will  go  a  long  way  toward 
solving  the  deficit  reduction  problem. 

As  they  say  in  business,  you  have  to  spend  money  to  make 
money.  On  behalf  of  the  directors  and  members  of  NAGGL,  I  want 
to  thank  you  for  the  opportunity  to  again  come  before  this  commit- 
tee. 

Mr.  Chairman,  NAGGL  pledges  its  active  cooperation  in  working 
with  you  and  members  of  this  committee  on  small  business  financ- 
ing issues.  Thank  you. 

[Mr.  Wilkinson's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Thank  you  very  much,  Mr.  Wilkinson. 

Our  next  witness  will  be  Mr.  John  Shivers,  Chairman,  President 
and  CEO  of  the  Southwest  Bank,  Fort  Worth,  Texas,  on  behalf  of 
the  Independent  Bankers  Association  of  America. 

TESTIMONY  OF  JOHN  SHIVERS,  CHAIRMAN,  PRESIDENT  AND 
CEO,  SOUTHWEST  BANK,  ON  BEHALF  OF  INDEPENDENT  BANK- 
ERS ASSOCIATION  OF  AMERICA 

Mr.  Shivers.  Thank  you,  Mr.  Chairman,  As  stated,  I  am  John 
Shivers  from  the  great  State  of  Texas  and  I  represent  the  Inde- 
pendent Bankers  Association  of  America,  the  only  trade  association 
that  exclusively  represents  the  interest  of  our  Nation's  community 
banks.  I  appreciate  this  opportunity  to  testify  before  you  today  on 
SBA's  budget  request  for  1994. 

Before  I  begin  I  would  like  to  commend  you  and  your  committee, 
Mr.  Chairman,  for  the  work  you  have  done  in  the  area  of  the  credit 
crunch.  These  hearings  highlight  the  critical  connection  between 
overly  burdensome  bank  regulations  and  restricted  access  to  credit 
for  small  business.  President  Clinton  and  Federal  Reserve  Chair- 
man Greenspan  also  recognize  the  importance  of  alleviating  the 
credit  crunch  by  scaling  back  bank  regulations. 

On  March  10th,  Mr.  Clinton  announced  a  package  of  initiatives 
designed  to  stimulate  lending,  especially  to  small-  and  medium- 
sized  businesses.  We  believe  the  President's  plan  is  helpful  and  will 
encourage  increased  small  business  lending,  but  the  success  of  the 
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program  will  depend  largely  on  balanced  implementation  by  the 
regulators. 

As  you  know,  regulatory  relief  is  not  always  determined  by  what 
officials  say  in  the  Nation's  Capitol,  but  regulatory  relief  is  meas- 
ured by  what  the  examiners  do  when  they  visit  our  institutions.  It 
will  take  time  for  the  regulators  and  the  banks  to  implement  these 
new  policies  and  to  realize  the  intended  goals  of  increased  lending. 

We  understand  that  Eugene  Ludwig,  the  new  Controller,  is  cur- 
rently visiting  all  the  field  offices  to  ensure  the  examiners  get  the 
word.  The  President's  credit  crunch  initiatives  are  a  vital  first  step, 
but  they  are  obviously  that,  a  first  step.  Earlier  this  month  before 
this  committee.  Chairman  Greenspan  urged  Congress  to  consider 
legislative  proposals  for  regulatory  burden  reductions  to  be  an- 
nounced later  this  spring  by  the  FFIEC.  Clearly  regulatory  relief  is 
possible  without  compromising  safety  and  soundness. 

Overregulation  of  banks  has  forced  caution  on  the  banking  in- 
dustry. The  SBA  guaranteed  loan  program  is  allowed  a  consider- 
able number  of  banks  to  continue  making  job-creating  loans. 
During  this  credit  crunch,  demand  for  SBA  loans  has  skyrocketed, 
completely  depleting  available  funds.  As  you  know,  the  SBA  7(a) 
Program  been  paralyzed  since  April  27  and  desperately  needs  the 
additional  funding. 

I  am  certainly  glad  to  hear  that  H.R.  2118  passed  last  night,  to 
provide  $181  million  in  supplemental  SBA  appropriations  for  fiscal 
year  1993,  which  would  be  leveraged  into  $3.3  billion  in  available 
loan  funds.  It  is  ironic  now  that  there  is  widespread  recognition 
that  small  businesses  are  a  primary  source  of  job  creation,  one  of 
the  most  accessible  and  efficient  sources  of  small  business  funding 
has  been  shut  down. 

Mr.  Chairman,  let  me  give  you  some  cold,  hard  facts.  Liberty  Na- 
tional Bank,  an  IBAA  member  bank,  recently  named  as  the  top 
SBA  lender  in  Florida,  has  provided  over  $20  million  in  SBA  loans 
to  70  businesses  in  central  Florida  over  the  past  3  years.  These 
loans  resulted  in  the  creation  of  hundreds  of  jobs. 

Examples  include:  $35,000  to  startup  a  marketing  company  that 
now  employs  30  people;  $75,000  to  startup  a  restaurant  that  now 
has  30  full-time  employees  and  is  planning  a  second  location; 
$60,000  to  startup  a  personnel  company  that  led  to  the  creation  of 
over  a  100  new  jobs.  The  list  goes  on  and  on,  but  the  point  is  that 
none  of  these  companies  would  have  received  financing  were  it  not 
for  the  SBA  Loan  Program. 

As  demand  for  SBA  loans  continue  to  grow  from  $5.6  billion  in 
1992  to  an  estimated  $7  billion  in  1993,  scaling  back  funding  for  the 
program  in  the  1994  budget  would  be  unwise. 

The  SBA  loan  program  is  both  efficient  and  cost-effective.  The 
funds  appropriated  for  this  program  are  used  to  leverage  private 
sector  money  at  the  rate  of  nearly  20  to  1.  While  SBA  guarantees 
only  a  portion  of  the  loans,  the  loans  are  made  and  serviced  by 
lenders  in  the  private  sector.  The  Government  gets  an  enviable 
return  on  this  investment. 

President  Clinton's  budget  makes  two  recommendations  for  sav- 
ings. First,  the  proposal  to  reduce  the  guaranteed  loan  from  an  av- 
erage of  81  to  75  percent.  This  reduction  is  intended  to  shift  a 
greater  degree  of  risk  to  the  lenders,  thereby  increasing  scrutiny  of 
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loans  and  reducing  the  default  rate.  However,  the  practical  affect 
of  this  change  in  the  guarantee  levels  would  be  to  drive  deserving 
credits  out  of  the  SBA  system  altogether.  These  are  small  loans  to 
startup  businesses  that  are  difficult  for  banks  to  make,  but  are  crit- 
ical to  new  job  creation.  In  addition,  reducing  the  guarantee  level 
would  lower  the  amount  a  bank  could  lend  a  single  customer. 

The  second  administration  proposal  is  to  charge  a  50  basis  point 
fee  on  the  unpaid  guaranteed  principal  balance  for  sales  to  the  sec- 
ondary market.  This  uniform  fee  would  discourage  smaller  working 
capital  loans.  High  volume  participants  in  the  small  business  sec- 
ondary market  would  simply  pass  any  additional  fees  on  to  borrow- 
ers. Again,  this  proposed  savings  would  only  serve  to  reduce  lend- 
ing by  increasing  the  cost. 

Time  has  proven  the  value  of  the  SBA  Program  in  providing 
small  businesses  with  easier  access  to  capital  in  putting  people  to 
work  and  generating  more  tax  revenues  for  the  Government. 

The  SBA  is  important  to  community  banks  as  well.  In  addition  to 
fostering  a  general  improvement  in  their  local  economies,  it  pro- 
vides bankers  with  a  new  source  of  dependable  customers  which 
tends  to  create  long-term  relationships  and  many  of  these  loans  are 
made  to  members  of  disadvantaged  groups,  helping  banks  to  meet 
their  Community  Reinvestment  Act  commitments.  Cutbacks  in 
SBA  guarantee  level  will  hurt  these  kind  of  borrowers. 

In  conclusion,  Mr.  Chairman,  we  strongly  urge  you  and  your  col- 
leagues to  provide  not  only  supplemental  funds  needed,  but  to  ade- 
quately fund  fiscal  year  1994.  We  also  recommend  rejecting  the  ad- 
ministration's budget  proposal  to  lower  the  guaranteed  level  and 
impose  a  secondary  market  fee,  both  of  which  would  severely 
impede  the  success  of  the  SBA  Program.  Instead,  we  encourage 
your  support  to  maintain  the  existing  program  as  a  critical  ele- 
ment in  supplying  the  credit  to  the  Nation's  small  businesses.  We 
believe  that  a  strong  SBA  guaranteed  loan  program  is  vital  to  en- 
suring the  viable  small  business  prospers  and  rural  development  ef- 
forts are  successful. 

Mr.  Chairman,  thank  you  once  again  for  this  opportunity  to  tes- 
tify. At  the  appropriate  time  I  would  be  happy  to  answer  any  ques- 
tions you  may  have. 

Chairman  LaFalce.  Thank  you  very  much. 

[Mr.  Shivers'  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Our  next  witness,  Mr.  Scott  Wilfong,  senior 
vice  president,  First  National  Bank  of  Maryland  In  Baltimore,  on 
behalf  of  American  Bankers  Association. 

TESTIMONY  OF  SCOTT  WILFONG,  SENIOR  VICE  PRESIDENT, 
FIRST  NATIONAL  BANK  OF  MARYLAND,  FOR  AMERICAN  BANK- 
ERS ASSOCIATION 

Mr.  Wilfong.  Good  morning,  Mr.  Chairman,  members  of  the 
committee,  I  am  Scott  Wilfong,  senior  vice  president.  First  Nation- 
al Bank  of  Maryland  in  Baltimore.  I  am  responsible  for  overseeing 
our  bank's  small  business  lending  division  and  I  am  a  member  of 
the  American  Bankers  Association's  Small  Business  Executive 
Committee.  I  am  here  not  only  to  voice  strong  banking  industry 
support  for  the  Small  Business  Administration's  current  guaran- 
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teed  lending  programs,  but  also  to  express  ABA's  appreciation  for 
the  Chairman's  leadership  and  this  committee's  continued  support 
for  Small  Business  Administration  Programs. 

In  the  interest  of  time,  I  will  summarize  my  written  statement 
provided  to  the  committee.  Mr.  Chairman,  the  ABA  is  very  con- 
cerned about  the  effect  the  SBA's  budget  request  for  fiscal  year 
1994  will  have  on  the  ability  of  marginal  small  business  borrowers 
to  receive  credit.  For  years  the  banking  industry  has  been  a  major 
participant  in  various  SBA  Programs.  Approximately  10,000  backs 
have  been  involved  in  the  SBA  loan  programs.  A  primary  example 
is  the  Loan  Guarantee  Program  which  is  authorized  by  section  7(a) 
of  the  Small  Business  Act  of  1953.  This  program  benefits  the  na- 
tional economy  and  individual  communities  through  the  jobs  cre- 
ated and  revenues  produced  by  small  businesses  involved  in  the 
program. 

As  you  are  well  aware,  small  businesses  employ  60  percent  of  the 
private  work  force  in  this  country,  and  in  recent  years  has  account- 
ed for  nearly  all  the  economy's  net  job  growth  with  most  of  the 
new  jobs  being  created  by  firms  with  fewer  than  20  employees.  Be- 
cause small  businesses  in  general  have  limited  access  to  capital 
markets  and  other  alternative  sources  of  credit,  they  are  likely  to 
be  more  dependent  on  banks  to  fund  their  operations.  The  Small 
Business  Administration's  loan  guarantee  program  is  an  extremely 
important  tool  which  enables  commercial  banks  to  assist  all  eligi- 
ble startup  companies  and  expanding  companies  that  desperately 
need  financing  but  are  unable  to  qualify  for  traditional  bank 
credit. 

It  is  important  to  understand  why  the  SBA  loan  guarantee  pro- 
grams are  important  to  the  commercial  banking  community.  Like 
other  businesses,  banks  must  be  able  to  meet  their  customers' 
needs  if  they  are  to  survive.  Equally  important,  however,  is  the  fact 
that  bankers  must  continue  to  be  careful  to  evaluate  the  quality  of 
loans  they  make  rather  than  simply  push  money  out  the  door. 
Banks  must  continue  to  lend  on  the  basis  of  what  can  be  reason- 
ably foreseen  based  on  cash-flow  projections.  While  bankers  are 
committed  to  the  economic  vitality  of  their  communities,  particu- 
larly small  businesses,  their  banks  must  continue  to  operate  within 
the  parameters  of  safety  and  soundness  laid  out  by  the  regulators. 

Consequently,  one  way  for  banks  to  participate  effectively  in 
sound  small  business  projects  that  lack  the  resources  and  credit 
history  to  qualify  for  a  traditional  bank  loan  is  to  work  with  Gov- 
ernment programs  such  as  the  SBA  7(a)  Program. 

As  you  are  well  aware  the  demand  for  7(a)  loan  guarantees  con- 
sistently outstrips  the  allocation  of  guarantee  authority  that  the 
Congress  has  provided  for  these  loans.  In  fact,  the  guarantee  funds 
for  fiscal  year  1993  were  exhausted  in  late  April. 

In  this  regard  the  ABA  appreciates  the  efforts  of  the  Chairman 
and  the  committee  members  who  requested  and  supported  the  $181 
million  in  additional  SBA  guarantee  funding  included  in  the  House 
Appropriations  Committee's  supplemental  appropriations  bill.  This 
vital  funding  will  result  in  an  additional  $3.3  billion  in  loans  to 
small  businesses.  It  is  our  hope  that  this  funding  will  move  expedi- 
tiously through  the  Senate  and  be  signed  by  the  President  in  the 
very  near  future. 
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This  supplemental  appropriations  bill  will  enable  the  Federal 
Government  to  mobilize  a  force  of  banks  to  offer  otherwise  unavail- 
able loans  to  small  businesses.  For  local  communities,  this  means 
jobs,  economic  development,  an  increased  tax  base,  and  perhaps 
survival  of  the  community.  Everybody  wins. 

This  brings  me  to  the  proposed  program  changes  requested  by 
the  Small  Business  Administration  for  fiscal  year  1994.  ABA  is  con- 
cerned about  the  unforeseen  effect  these  changes  will  have  on 
small  business  lending,  and  therefore  is  opposed  to  them.  More  spe- 
cifically, the  ABA  is  opposed  to  the  proposed  reduction  in  the  Fed- 
eral guarantee  from  an  average  of  81  percent  to  an  average  of  75 
percent.  In  addition,  the  ABA  is  opposed  to  the  proposal  to  estab- 
lish an  ongoing  fee  of  one-half  percent  per  year  on  the  unpaid 
guaranteed  principal  amount  on  all  secondary  market  sales. 

Taken  together,  these  two  proposals  will  result  in  fewer  loans 
being  made  to  those  who  need  the  funding  the  most,  marginal  and 
startup  small  businesses.  This  proposal,  if  accepted,  will  undermine 
the  effectiveness  of  the  additional  funding  authority  for  SBA  Pro- 
grams for  fiscal  year  1993,  currently  moving  through  Congress.  It 
would  send  a  mixed  signal  to  the  lending  community  about  the 
types  of  loans  being  sought  by  the  SBA  for  the  guarantee  program. 

Last  week  SBA  Administrator  Erskine  Bowles  made  the  follow- 
ing statement  before  this  committee  in  support  of  the  reduced 
guarantee  level:  "This  means  that  lenders  participating  in  the  gen- 
eral business  guarantee  loan  program  will  be  required  to  assume  a 
greater  share  of  the  risk  in  making  loans  to  small  businesses.  Re- 
quiring lenders  to  assume  a  greater  share  of  the  risk  will  increase 
their  scrutiny  of  potential  borrowers,  thereby  reducing  the  default 
rate  and  increasing  the  recovery  rate  on  repurchased  loans." 

If  the  purpose  in  reducing  the  average  guarantee  level  from  81 
percent  to  75  percent  is  to  increase  the  credit  risk  scrutiny  of  po- 
tential borrowers,  the  result  represents  a  confusing  policy  and  a 
mixed  message,  hindering  effective  participation  in  SBA  Programs 
by  bankers  and  borrowers  alike.  Bankers  currently  look  to  the  SBA 
to  help  them  assist  marginal  small  business  borrowers  who  are  not 
presently  creditworthy,  but  with  proper  assistance,  have  the  poten- 
tial to  succeed. 

By  mandating  a  transfer  of  additional  risk  from  SBA  back  to  the 
lender,  the  SBA,  in  essence,  is  stating  that  it  is  looking  for  more 
creditworthy  borrowers.  This  would  suggest  the  SBA  is  moving  fur- 
ther away  from  its  original  purpose  of  helping  undercapitalized 
small  business  ventures  and  instead  is  more  interested  in  bank  eli- 
gible credits,  many  of  which  are  currently  being  funded  by  the 
Banking  community  without  the  guarantee. 

Although  some  SBA  guaranteed  funding  would  still  be  utilized  at 
the  reduced  level,  those  marginal  small  businesses,  the  ones  most 
in  need  of  SBA  funds,  would  be  most  likely  not  be  the  ones  to  re- 
ceive credit  under  this  structure.  It  is  for  these  types  of  loans  that 
the  lending  community  turns  to  the  SBA  for  assistance  in  the  first 
place. 

Mr.  Chairman,  for  basic  safety  and  soundness  reasons,  increasing 
the  amount  of  risk  a  lender  must  assume  on  a  marginal  small  busi- 
ness loan  could  well  mean  that  the  new  startup  business  loan  that 
would  have  been  made  today  with  the  help  of  a  SBA  guarantee 
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may  not  be  made  in  the  future.  A  commercial  bank's  job  is  to 
assess  the  credit  risk  of  a  borrower  by  closely  examining  the  bor- 
rower's business,  management  ability  and  financial  needs  in  an 
effort  to  determine  reasonable  cash-flow  projections. 

The  bank's  methods  of  assessing  this  risk  are  being  closely  exam- 
ined by  the  regulators.  Loans  lacking  proper  collateral,  adequate 
source  of  repajmient,  and  established  business  history,  are  often 
classified  as  substandard  by  the  regulators  unless  they  are  accom- 
panied by  sufficient  Government  guarantees. 

Reducing  the  guarantee  level  in  these  undercapitalized  loans  will 
increase  the  risk  of  exposure  to  the  lender.  Although  the  reduction 
doesn't  seem  significant  on  the  surface,  the  increased  exposure  to 
the  lender  could  result  in  the  unguaranteed  portion  of  the  loans 
being  classified.  In  turn,  this  would  result  in  requiring  banks  to 
hold  additional  capital  against  greatly  increased  credit  exposure. 
More  than  likely,  the  end  result  would  be  that  these  types  of  loans 
to  marginal  small  business  borrowers  could  significantly  be  cur- 
tailed. 

Let  me  give  you  an  example  of  the  type  of  loan  that  would  have 
difficulty  being  made  under  this  proposal.  In  1989,  my  bank  made  a 
$90,000  loan  to  a  gourmet  coffee  shop  here  on  Capitol  Hill.  This 
promising  new  business  needed  funding  for  equipment  purchases, 
leasehold  improvements  and  working  capital.  Not  only  was  this  a 
risky  startup  venture,  the  three  women  owners  had  no  previous  ex- 
perience in  operating  a  business  and  the  financial  analysis  projec- 
tions were  very  tight.  Because  of  these  risks,  the  deal  required  a  90 
percent  guarantee  on  the  part  of  the  SBA.  Even  with  the  90  per- 
cent guarantee,  the  deal  was  considered  risky. 

Fortunately,  the  business  is  successful  today.  However,  if  the 
guarantee  levels  were  lowered,  it  is  highly  unlikely  that  a  similar 
loan  could  be  made  today. 

The  proposal  to  reduce  the  average  guarantee  levels 

Chairman  LaFalce.  Wouldn't  you  have  made  it  with  an  85  per- 
cent? 

Mr.  WiLFONG.  Probably  not. 

Chairman  LaFalce.  Really. 

Mr.  WiLFONG.  Probably  not.  It  was  difficult  at  the  90  percent. 

Chairman  LaFalce.  Do  you  think  if  it  shopped  around  it  would 
have  found  some  bank  that  would  have  made  the  loan  at  an  85  per- 
cent guarantee? 

Mr.  WiLFONG.  Mr.  Chairman,  our  bank  is  a  preferred  lender  and 
we  could  have  done  it  under  our  preferred  lender  status  at  80  per- 
cent. Went  to  the  SBA  and  requested  that  we  do  it  outside  the  pre- 
ferred lender  status  under  the  7(a)  Program  with  a  90  percent 
guarantee,  because  we  believed  in  the  principles  of  the  company, 
felt  that  they  had  the  ability  to  be  able  to  make  it  successful  but 
didn't  feel  it  fit  under  the  criteria  of  the  preferred  lenders  pro- 
gram. 

Chairman  LaFalce.  What  percentages  of  your  SBA  loans  are 
made  as  a  preferred  lender  and  what  percentage  of  them  do  you  go 
outside  the  preferred  program  in  order  to  get  a  higher  guarantee? 

Mr.  WiLFONG.  Probably  90  percent  under  our  preferred  lender 
program,  and  10  percent  under  our  higher  guarantee  level. 
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Chairman  LaFalce.  So  for  90  percent  of  the  loans,  you  think 
that  80  percent  is  good  enough  as  opposed  to  a  90  percent? 

Mr.  WiLFONG.  Because  of  the  underwriting  criteria  we  utilize  for 
those  loans.  Our  bank's  position 

Chairman  LaFalce.  Please  continue.  I  shouldn't  have  interrupt- 
ed you. 

Mr.  WiLFONG.  The  SBA's  proposal  to  establish  an  ongoing  fee  of 
one-half  percent  on  the  unpaid  guaranteed  principal  balance  on  all 
secondary  market  sales  would  have  the  same  result,  reduced  credit 
availability.  Additional  cost  to  these  transactions  always  affects  the 
marginal  borrower  first.  No  matter  how  well  intended,  mandated 
fees  are  always  passed  on  to  the  borrower  in  one  form  or  another 
because  they  are  an  increased  cost  of  doing  business.  Those  least 
able  to  afford  it  are  affected  the  most  severely.  Again,  some  under- 
capitalized borrowers  who  would  be  eligible  today  for  SEA  guaran- 
teed funding  may  not  be  able  to  afford  it  with  additional  costs  as  a 
result  of  these  fees. 

In  the  end,  Mr.  Chairman,  Federal  Government  has  crafted  a 
program  that  works.  Please  do  not  change  it.  The  SBA  loan  guar- 
antee program's  return  on  investment  in  terms  of  creating  jobs,  es- 
tablishing long-standing  productive  businesses,  has  been  more  than 
cost-effective.  Ultimately,  it  is  the  Government's  programs  like  the 
SBA  that  enable  lenders  to  help  the  marginal  borrower. 

The  SBA  has  been  a  blessing  for  rural  communities,  for  inner- 
city  entrepreneurs  trying  to  redevelop  neighborhoods,  and  for 
small  businesses  all  over  America.  For  these  reasons  it  is  our  hope 
that  this  committee  and  the  Congress  will  continue  to  fight  efforts 
to  alter  the  SBA  Programs  in  ways  that  reduce  its  effectiveness  in 
aiding  marginal  small  business  borrowers. 

As  always,  this  committee's  continued  support  for  the  SBA  Pro- 
grams is  certainly  appreciated  by  the  banking  community.  The 
banking  community  looks  forward  to  continuing  work  with  this 
committee  and  the  SBA  in  a  combined  effort  to  assist  our  Nation's 
small  businesses.  I  will  be  pleased  to  answer  questions. 

Chairman  LaFalce.  Thank  you  very  much,  Mr.  Wilfong. 

[Mr.  Wilfong's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Our  next  witness  is  Mr.  Ken  Lueckenotte, 
president,  the  National  Association  of  Development  Companies. 

TESTIMONY  OF  KENNETH  I.  LUECKENOTTE,  PRESIDENT,  AND  EX- 
ECUTIVE DIRECTOR,  NATIONAL  ASSOCIATION  OF  DEVELOP- 
MENT COMPANIES 

Mr.  Lueckenotte.  Good  morning,  Mr.  Chairman,  and  members 
of  the  committee,  I  am  Ken  Lueckenotte,  president  of  the  National 
Association  of  Development  Companies,  and  also  executive  director 
of  Rural  Missouri,  Inc.,  a  statewide  certified  development  company. 
I  want  to  thank  the  Chairman  and  the  committee  for  your  long- 
standing and  generous  support  for  the  503/504  Programs  over  the 
last  12  years.  I  also  want  to  thank  you  for  this  opportunity  to  com- 
ment on  the  fiscal  year  1994  budget  as  well  as  other  issues  perti- 
nent to  this  important  economic  development  program. 

Mr.  Chairman,  as  a  father  of  this  successful  economic  develop- 
ment program,  you  are  well  aware  of  its  structure  and  objectives, 
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but  for  those  of  the  committee  who  may  not  be  so  familiar,  I  would 
briefly  like  to  summarize  the  503/504  Programs. 

Legislation  authorizing  the  503/504  Programs  was  enacted  in 
1980,  creating  a  public  private  partnership  to  provide  growth  cap- 
ital to  creditworthy  small  businesses  in  order  to  create  or  retain 
jobs  in  both  rural  and  urban  communities.  Businesses  needed  a 
source  for  long-term  financing  to  better  match  loan  terms  with  the 
economic  lives  of  the  assets  that  they  were  acquiring.  Under  the 
program,  new  and  expanding  small  businesses  borrow  long-term 
funds  for  investment  in  new  commercial  construction,  plant  expan- 
sion, and  equipment  acquisition. 

A  typical  financing  package  includes  a  bank  loan  for  50  percent 
of  the  project,  and  a  subordinate  U.S.  Small  Business  Administra- 
tion guaranteed  loan  for  40  percent.  This  loan  is  of  a  10-  or  20-year 
fixed  rate  term,  and  10  percent  owner  investment.  A  key  element 
of  this  program  is  that  at  least  one  job  be  created  for  every  $35,000 
of  guaranteed  funds.  There  are  currently  389  certified  development 
companies  authorized  by  the  SBA  to  process  and  service  these 
guaranteed  loans.  Except  for  about  10  of  these  companies,  the  rest 
are  not-for-profit,  community-based  organizations,  economic  devel- 
opment authorities,  or  units  of  Governments  focusing  on  economic 
development  and  job  creation  programs. 

Chairman  LaFalce.  If  I  could  just  interrupt  you,  I  really  think 
the  administration  would  be  very  wise  as  they  discuss  community 
development  banks  to  look  to  the  certified  development  companies 
as  an  instrument  to  deliver  that  service.  The  CDC  Program  could 
be  expanded  and  utilized  because  it  is  an  existing  network  in 
almost  every  urban  and  rural  community  of  America  right  now. 

Mr.  LuECKENOTTE.  We  would  agree  with  you,  Mr.  Chairman.  We 
did  send  a  letter,  I  believe,  last  year  to  Senator  Kennedy  request- 
ing inclusion  of  certified  development  companies  in  his  bill  at  that 
time. 

The  guaranteed  503  loan  was  financed  through  the  Federal  Fi- 
nancing Bank  creating  a  line  item  expense  in  the  budget.  In  1986 
the  504  Program  was  implemented  whereby  the  guaranteed  loan  is 
financed  through  private  capital  markets,  leaving  only  the  subsidy 
as  a  budget  item. 

Now,  for  the  current  budget.  The  authorized  level  for  fiscal  year 
1993  is  $775  million  for  502  and  504  combined.  The  appropriated 
subsidy  is  for  $700  million  for  504,  and  $40  million  for  502. 
Through  April  of  this  year,  authorizations  for  the  504  Program 
have  totaled  $400  million,  and  based  on  historical  patterns,  usage 
of  the  program  in  the  latter  months  of  the  fiscal  year  has  always 
been  heavier. 

We  are  projecting  a  need  for  this  year  of  between  $800  million 
and  $850  million  just  for  the  504  Program.  With  the  504  subsidy 
rate  of.  54  percent,  $540,000  would  fund  $100  million  of  additional 
authority,  leveraging  a  total  of  $250  million  for  plant  expansion. 
This  would  create  approximately  10,000  jobs  based  on  what  has  his- 
torically been  the  job  creation  ratio. 

Using  the  subsidy  rate,  this  would  be  1  job  for  $54  of  subsidy.  We 
urge  the  committee  to  act  quickly  to  provide  the  badly  needed  au- 
thorization increase  and  to  support  a  reprogramming  of  existing 
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appropriated  SBA  funds  for  the  remainder  of  this  fiscal  year.  I 
would  now  like 

Chairman  LaFalce.  Let  me  just  say  that  the  committee  is  very 
well  aware  of  the  need  for  action  by  the  authorizing  committee, 
this  committee,  in  this  fiscal  year,  and  we  intend  to  respond. 

Mr.  LuECKENOTTE.  Thank  you,  Mr.  Chairman. 

For  fiscal  year  1994,  over  the  psist  2  years  this  program  has 
grown  at  a  25  percent  rate  each  year.  While  massive  job  cutbacks 
are  taking  place  in  Fortune  500  companies,  loan  losses  in  the  504 
Program  continue  to  fall,  resulting  in  a  subsidy  decrease  of  .54  per- 
cent in  fiscal  year  1993  to  .51  percent  in  fiscal  year  1994.  Interest 
rates  are  at  an  all  time  low  of  6.5  percent  for  a  20  year  loan. 

Spreads  over  interest  rate  for  this  program  have  decreased  from 
150  basis  points  in  1986  to  60  basis  points  in  the  May  funding.  The 
administration's  request  for  fiscal  year  1994  is  $761  million  for  the 
504  Program  alone.  We  are  projecting,  based  again  on  current  year 
needs  and  the  historical  growth,  that  we  will  need  $950  million  in 
fiscal  year  1994  for  the  504  Program  alone. 

At  a  subsidy  rate  of  .51  percent,  this  $4.8  million  in  appropria- 
tion would  leverage  $2.5  billion  in  plan  expansion.  At  the  federally 
required  job  creation  rate  of  one  job  per  $35,000,  this  would  create 
27,000  jobs.  Again,  statistics  show  that  over  the  past  12  years  we 
have  created  one  job  per  $10,000  of  503  and  504  dollars. 

Using  this  ratio,  this  $4.8  million  in  subsidy  would  create  95,000 
jobs.  We  urge  that  the  fiscal  year  1994  502,  504  authorization,  be 
increased  from  the  $825  million  to  $1.09  billion.  We  also  request 
that  the  Congress  appropriate  fully  the  amount  of  subsidy  to  fund 
this  loan  authorization  level. 

In  past  years  NADCO  has  testified  in  support  of  a  solution  to  the 
lower  interest  rate  and  prepayment  premium  of  the  old  503  loans. 
We  applaud  the  committee's  leadership  and  Congress'  and  the  ad- 
ministration's efforts  in  seeking  a  solution.  By  paying  high  interest 
rates  when  competitors  have  been  able  to  refinance  at  current  low 
rates,  the  503  borrower  is  at  a  competitive  disadvantage  within 
their  respective  industries.  We  would  urge  that  the  committee  con- 
tinue to  look  into  a  solution  for  this  problem. 

We  applaud  Administrator  Bowles'  objectives  to  improve  the 
agency's  efficiency  by  reducing  paperwork  and  through  reorganiza- 
tion. 

Two  steps  that  have  been  taken  toward  reaching  these  objectives 
were  the  implementation  of  the  Accredited  Lender  Program  in 
1991  and  centralizing  the  servicing  function,  which  was  recently 
done  for  the  western  region  through  the  Fresno,  California  office. 
The  Accredited  Lender  Program  is  similar  to  the  successful  certi- 
fied 7(a)  lender  program  in  that  qualified  CDC's  perform  additional 
duties  reducing  the  work  load  for  the  SBA  staff. 

These  efficiencies  create  an  opportunity  to  redirect  staff  in  areas 
that  will  improve  the  SBA's  service  to  our  small  business  custom- 
ers. 

We  are  concerned  about  the  reduced  budget  and  staffing  propos- 
als for  the  SBA.  Since  1990,  over  130  field  staff  positions  in  the  fi- 
nancial assistance  offices  have  been  eliminated.  The  fiscal  year 
1994  budget  proposes  a  12  percent  reduction  from  the  fiscal  year 
1993  budget  in  the  financial  assistance  area.  Loan  approvals  per 
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SBA  field  staff  have  increased  from  45  to  62,  and  portfolio  manage- 
ment work  load  has  increased  from  $21  to  $31  million  per  SBA 
FTE. 

At  a  time  when  we  are  all  trying  to  do  more  with  less  and  the 
demand  for  the  SBA  Programs  is  increasing,  we  must  caution  our- 
selves to  not  sacrifice  quality  for  quantity.  The  long  run  effect 
could  result  in  greater  loss  and  increasing  program  costs. 

We  support  the  administration's  focus  on  the  business  customer 
and  hope  that  the  SBA  will  continue  to  expand  its  role  in  the  Na- 
tion's economy. 

Mr.  Chairman,  this  concludes  my  prepared  remarks.  I  would  be 
happy  to  answer  any  questions  at  the  appropriate  time. 

[Mr.  Lueckenotte's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  All  right.  Thank  you  very  much.  Our  final 
witness  on  panel  number  one  will  be  Mr.  Douglas  Kadison,  repre- 
senting the  Savings  and  Community  Bankers  of  America. 

TESTIMONY  OF  DOUGLAS  B.  KADISON,  CHAIRMAN  AND  CEO,  HO- 
RIZON SAVINGS  ASSOCIATION  ON  BEHALF  OF  SAVINGS  &  COM- 
MUNITY BANKERS  OF  AMERICA 

Mr.  Kadison.  Good  morning,  Mr.  Chairman,  members  of  the 
committee.  I  am  Douglas  Kadison,  chairman  and  chief  economic  of- 
ficer of  Horizon  Savings  Association.  Horizon  is  a  $65  million  com- 
munity institution  headquartered  in  Austin,  Texas.  I  am  appearing 
today  on  behalf  of  the  Savings  and  Community  Bankers  of  Amer- 
ica, our  national  trade  association,  representing  more  than  2,000 
community  lending  institutions. 

While  the  focus  of  our  industry  is  naturally  on  housing,  we  are 
full-scale  community  lenders.  At  Horizon,  we  lend  to  our  communi- 
ty to  maintain  and  enhance  its  economic  and  social  strength. 

I  welcome  the  opportunity  to  share  with  you  some  thoughts  on 
our  institution's  involvement  in  the  Small  Business  Administra- 
tion's section  7(a)  guarantee  loan  program.  It  is  a  wonderful  pro- 
gram and  one  that  I  am  passionate  about.  It  can  be  very,  very  ben- 
eficial to  a  great  number  of  people. 

Let  me  state  at  the  outset  how  unfortunate  it  is  that  the  pro- 
gram is  currently  out  of  funds.  I  hope  these  badly  needed  moneys 
v/ill  be  made  available  as  soon  as  possible.  Horizon  is  continuing  to 
process  small  business  loans,  but  because  of  the  outage  of  SBA 
guarantees,  we  are  unable  to  fund  new  loans. 

It  is  making  our  borrowers  frantic  with  worry.  While  some  loans 
can  be  made  without  SBA  backing,  for  those  loans  on  the  cusp  or 
needing  more  extended  terms,  the  guarantee  makes  the  extra  dif- 
ference. 

Horizon  opened  for  business  on  May  1,  1987.  In  the  fall  of  1991, 
we  became  a  preferred  SBA  lender.  Horizon  was  able  to  accomplish 
this  so  quickly  because  of  the  technical  expertise  of  our  people,  the 
ability  to  control  underwriting  exposure,  and  by  demonstrating  to 
SBA  our  overall  competence. 

Since  we  began.  Horizon  has  made  over  80  section  7(a)  SBA 
loans.  Horizon,  in  fact,  is  the  only  preferred  and  certified  bank  or 
thrift  in  the  Austin  area.  The  average  size  of  a  SBA  loan  made  by 
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Horizon  is  roughly  $270,000.  Over  25  percent  of  our  SBA  loans 
have  gone  to  women  and  minorities. 

It  may  be  difficult  for  me  to  quantify  the  number  of  jobs  specifi- 
cally we  have  helped  to  create,  but  I  can  tell  you  about  some  of  the 
people  whose  lives  have  been  changed  for  the  better  because  of  our 
loans.  In  the  San  Antonio  barrio,  a  husband  and  wife  ran  an  ice 
house,  which  is,  in  effect,  a  corner  bar.  They  were  renters  and  did 
not  own  the  building  where  their  business  was  established. 

The  husband  died  and  the  woman,  who  was  in  her  40's  and  rais- 
ing three  children,  was  left  running  the  place.  She  was  doing  this 
for  7  years  until  the  individual  who  owned  the  building  decided  to 
sell  it.  Naturally  the  woman  wanted  to  buy  the  building,  but  who 
would  want  to  lend  to  a  minority  woman  who  owned  a  bar  in  a 
barrio? 

She  needed  $50,000.  To  make  a  long  story  short,  Horizon  made 
the  loan  and  it  performed  fine  until  recently  when  the  woman's 
mother  became  ill  and  she  had  to  cover  her  medical  bills.  The  loan 
is  currently  delinquent,  but  it  is  still  on  our  books  and  we  are 
working  it  out. 

We  made  the  loan  because  it  was  the  right  thing  to  do  in  every 
sense  and  we  continue  to  believe  that. 

A  company  that  makes  memory  expansion  boards  for  computers 
came  to  us  for  working  capital  and  equipment  loan.  Horizon  made 
a  SBA  loan  of  $600,000  and  in  that  year  the  company's  sales 
jumped  over  three-fold  to  $6  million,  the  next  year  to  $18  million, 
then  $30  million,  and  it  is  currently  expected  to  hit  $60  million. 
That  company,  in  fact,  became  an  Entrepreneur  of  the  Year  award 
winner.  It  is  great  local  success  story. 

One  bright  guy  working  for  a  venture  capital  company  came  up 
with  the  idea  of  developing  a  motion  detector  that  could  be  placed 
in  warehouses  or  public  restrooms.  It  would  automatically  turn  on 
the  lights  when  someone  entered  and  turn  them  off  when  the 
people  had  left.  The  firm  where  this  individual  worked  spent  $1 
million  on  the  idea,  but  ultimately  decided  that  the  market  was  not 
deep  enough.  The  inventor  was  given  his  patent  and  wished  good 
luck. 

Horizon  has  made  several  SBA  loans  over  time  to  this  inventor. 
That  individual,  who  began  by  operating  out  of  his  garage,  had  $1.5 
million  in  sales  in  his  4th  year  and  now  employs  25  people. 

A  small  business,  a  local  merchant  in  a  small  town  in  Texas, 
found  itself  struggling  to  survive  after  a  Wal-Mart  moved  nearby. 
The  local  merchant  tried  to  redirect  sales  and  find  a  niche,  but  in 
the  short-term  found  himself  saddled  with  substantial  debt.  The 
merchant  came  to  us  for  a  $120,000  loan  to  pay  off  the  accounts 
receivable,  consolidate  debt  and  take  steps  to  survive.  They  have 
made  progress.  They  have  a  real  good  chance  to  succeed. 

The  story  is  not  unique.  A  small  woman  in  her  early-to-mid-30's 
ran  a  dog  grooming  business  in  rented  space.  A  building  came  up 
for  sale  in  her  neighborhood,  which  also  offered  her  the  opportuni- 
ty to  put  boarding  kennels  in  the  back.  Horizon  made  a  loan  of  a 
$125,000  to  her  to  buy  the  larger  space. 

The  woman  turned  out  to  be  a  typical  small  business  borrower. 
She  knew  how  to  groom  dogs,  but  she  was  not  the  world's  greatest 
businesswoman.  She  had  some  cost  overruns  in  buying  and  setting 
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up  her  new  property.  She  ultimately  filed  for  bankruptcy,  but  the 
woman  said  she  was  going  to  work  things  out  and  we  believed  her. 

She  has  reaffirmed  her  debt  and  the  loan  is  now  performing.  Ad- 
mittedly not  all  of  our  SBA  loans  are  wild  success  stories. 

Texas  has  gone  through  some  tough  times  the  past  6  or  7  years, 
but  we  can  proudly  say  that  we  were  in  the  market  making  good 
loans  when  no  one  else  would  and  the  vast  majority  have  and  con- 
tinue to  perform  as  agreed.  Horizon  sells  all  of  its  loans  to  the  sec- 
ondary market  in  order  to  relend  the  money  to  other  small  busi- 
nesses. The  administration's  proposal  to  charge  an  ongoing  fee  on 
secondary  market  sales  would  reduce  profitability  of  small  business 
lending  to  the  bank. 

When  combined  with  the  proposed  cut  in  the  guarantee  percent- 
age, SBA  lending  will  be  considerably  less  attractive.  Also,  because 
of  the  increased  long-term  risk  exposure,  there  will  be  a  reduced 
number  of  institutions  who  participate  in  the  program. 

While  many  of  the  administration's  initiatives  to  control  Govern- 
ment spending  are  laudable  and  we  are  all  committed  to  deficit  re- 
duction, there  is  an  overriding  imperative  to  stimulate  the  econo- 
my and  create  jobs.  The  SBA  loan  program  has  been  successful  and 
should  be  an  integral  part  of  the  administration's  proposed  commu- 
nity development  and  empowerment  zone  initiatives. 

Horizon's  work  with  minority  individuals  has  not  stopped  with 
SBA  loans.  Last  June,  Horizon  invited  all  the  small  lenders  in 
town  to  join  us  in  forming  a  cooperative  to  pool  our  resources  and 
to  potentially  share  the  risk  of  lending  to  low-income  borrowers. 
Further,  with  this  group's  combined  resources,  we  have  been  able 
to  hold  outreach  seminars  on  an  ongoing  basis  in  minority  commu- 
nities. 

Topics  have  included  how  to  balance  a  checking  account,  docu- 
ments needed  to  apply  for  a  business  loan,  how  to  prepare  a  bal- 
ance sheet,  and  the  nature  of  SBA  loans  and  the  application  proc- 
ess. 

Mr.  Chairman,  I  am  an  old  liberal  from  the  60's.  SBA  loans  feel 
good  to  make,  do  good  in  the  community,  and  can  be  profitable. 
The  program  needs  funding  to  continue.  Savings  and  Community 
Bankers  of  America  appreciates  the  opportunity  to  share  our 
thoughts  and  experiences  with  your  colleagues  and  you. 

I  would  be  happy  to  answer  any  questions  later. 

[Mr.  Kadison's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Thank  you  very  much.  I  will  defer  my  ques- 
tions until  the  end. 

Mr.  Bilbray? 

Mr.  Bilbray.  I  have  no  questions. 

Chairman  LaFalce.  Mrs.  Meyers. 

Mrs.  Meyers.  Could  any  of  you  give  me  a  breakdown  of  how 
many  small  business  loans  you  or  your  members  make  without  the 
7(a)  guarantee? 

Mr.  Shivers.  Mrs.  Meyers,  my  bank  in  Fort  Worth,  we  make 
quite  a  number.  We  do  use  SBA  system  for  the  more  riskier  loans 
or  the  ones  like  Mr.  Wilfong  mentioned.  There  are  some,  especially 
on  new  businesses,  that  are  starting  out  that  Mr.  Johnson  well 
knows  in  the  greater  Metroplex  area.  We  have  had  a  number  of 
layoffs,  especially  at  General  Dynamics. 
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In  their  outplacement,  they  suggested  these  engineers  and  so 
forth,  aerospace  engineers,  you  need  to  go  out  and  start  your  own 
business.  That  is  very  risky,  lending  to  somebody  that  has  absolute- 
ly no  background  or  experience  in  a  particular  type  of  business. 
Those  types  that  we  look  to  the  SBA  for  and  many  of  them  are 
very,  very  close  calls. 

Mrs.  Meyers.  Do  you  have  any  kind  of  a  percentage  estimate, 
Mr.  Shivers,  as  to  what  percentage  with  and  without  the  7(a)  loan? 

Mr.  Shivers.  If  they  have  no  experience,  we  would  have  to  use 
SBA. 

Mr.  Wilkinson.  If  I  could  add  to  that,  there  are  probably  differ- 
ent types  of  loans  that  are  being  made.  I  don't  know  much  about 
his  institution,  but  at  the  bank  I  was  at,  we  would  not  make  long- 
term  loans  based  on  our  short-term  deposit  base.  We  would  use  the 
SBA  Program  for  the  loans  that  needed  the  longer  terms.  We  were 
actively  involved  in  making  loans  to  small  businesses.  Without  the 
SBA,  but  they  were  typically  only  up  to  3  years  in  maturity. 

But  the  SBA  guarantee  provides  you  the  mechanism  to  make  the 
longer  term  loan  that  the  small  business  needs.  I  believe  it  was 
1983  the  GAO  study  was  done,  said  40  percent  of  all  long-term  fi- 
nancing was  done  through  the  SBA  and  my  guess  is  it  is  a  signifi- 
cantly higher  number  today. 

Mrs.  Meyers.  Mr.  Wilfong,  in 

Chairman  LaFalce.  Ninety  percent? 

Mr.  Wilkinson.  Yes,  sir. 

Mr.  Wilfong.  In  terms  of  our  total  loan  portfolio,  I  could  get 
that  information  back  to  the  committee,  but  we  tend 

Chairman  LaFalce.  Please  do  so,  yes. 

Mrs.  Meyers.  I  think  we  would  be  interested  in  that. 

Chairman  LaFalce.  It  is  Mrs.  Meyers'  time  but  I  will  extend  it. 

Mr.  BiLBRAY.  I  was  asked,  I  had  no  questions,  but  on  following  up 
this  line,  if  the  lady  will  yield,  have  you  had  any  problems  with  the 
regulators  on — we  had  some  problems  in  Nevada  where  banking 
regulators  were  saying  that  banks  were  required  to  reserve  the  full 
amount  of  money  SBA  guaranteed  loans. 

Have  you  had  any  problems  on  that  at  all? 

Mr.  Wilkinson.  Significant  troubles.  We  have  been  working  with 
the  Federal  banking  regulators  from  accounting  issues  to  the  per- 
ception that  all  SBA  loans  are  junk.  I  think  we  are  making  some 
headway,  but 

Mr.  BiLBRAY.  Even  the  ones  that  are  guaranteed,  they  are  still 
doing  it? 

Mr.  Wilkinson.  We  have  had  several  institutions  who  had  their 
entire  SBA  portfolio  classified  simply  because  they  had  the  SBA 
guarantee. 

Mr.  BiLBRAY.  Mr.  Chairman,  this  is  what  I  brought  up  last  time. 

Chairman  LaFalce.  I  thought  we  had  changed  that.  Point 
number  one,  the  SBA  guarantee  automatically  means  you  don't 
have  to  hold  capital  against  it.  Point  number  two,  most  often  that 
SBA  guarantee,  particularly  for  your  smaller  banks  that  are 
having  difficulties,  is  sold  off  in  the  secondary  market,  leaving  you 
with  the  10  percent,  and  some  lenders  actually  are  looking  at  pool- 
ing together  their  unguaranteed  portion  and  selling  that  in  the  sec- 
ondary market,  too. 
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There  is  a  totally  new  regulatory  climate  today.  It  is  180  degrees. 
Gene  Ludwig  has  come  in  as  Comptroller  of  the  Currency  and  he  is 
a  dedicated  public  servant  and  wants  loans  made.  That  is  going  to 
take  time  to  get  down  to  the  community,  but  it  is  going  to  happen. 

John  Fiechter,  over  at  OTS,  just  had  a  meeting  with  around  300 
examiners  of  OTS,  and  he  told  them  that  previously,  OTS  usually 
gave  examiners  bonuses  for  closing  down  institutions,  but  that  is 
out.  Today,  OTS  will  give  you  bonuses  for  keeping  them  alive.  A 
total  reversal. 

The  President  is  probably  going  to  appoint  shortly,  as  chairman 
of  the  FDIC,  Chris  Gallagher,  the  general  counsel  to  the  New 
Hampshire  Bankers  Association,  who  as  counsel  to  New  Hamp- 
shire Bankers  Association  experienced  the  credit  crunch,  the  regu- 
latory crush,  and  railed  against  it. 

That  is  the  reason  that  President  Clinton  is  probably  going  to  ap- 
point Mr.  Gallagher.  So  I  think  you  are  going  to  see  a  180  degree 
reversal  in  the  regulators'  perspective  with  respect  to 

Mr.  Flake.  Will  the  gentleman  yield? 

Mr.  BiLBRAY.  The  gentlelady  has  the  time. 

Mrs.  Meyers.  Yes,  I  would  be  happy. 

Chairman  LaFalce.  The  gentlelady  will  be  given  at  least  an  ad- 
ditional 5  minutes. 

Mr.  Flake.  Thank  you  very  much,  Mr.  Chairman. 

I  am  a  strong  supporter  of  this  administration,  and  I  agree  with 
you  that  there  are  a  lot  of  positive  changes  coming  about.  However, 
I  agree  with  the  gentleman  from  Nevada  in  that  there  are  persons 
who  have  SBA  guarantees  and  the  banks  have  not  been  able  to 
make  loans  simply  because  they  say  the  regulators  have  placed 
some  onerous  burdens  on  them. 

So  the  question  is  really  not  where  we  go  in  the  future,  but  how 
do  we  get  movement  right  now  we  need  to  expedite  regulators'  re- 
sponses to  what  are  some  very  critical  situations  where  a  person's 
business  is  on  the  brink  of  either  closing  or  staying  alive  on  respi- 
rators. I  have  at  least  three  cases  that  I  am  working  on  at  this  very 
moment  where  SBA  is  not  the  problem,  but  the  banks  say  they 
cannot  make  the  loan. 

I  think  we  need  to  be  open  to  the  reality  that  there  must  be 
some  way  to  assure  that  businesses  that  have  been  doing  well,  are 
relatively  profitable,  and  have  been  able  to  sustain  themselves  in 
spite  of  a  lack  of  capital,  can  move  toward  receiving  credit.  It 
seems  to  me  that  if  SBA  is  giving  the  guarantee,  there  is  no  reason 
for  a  bank  to  withhold  the  loan. 

[Mr.  Flake's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  I  really  think  that  99  percent  of  the  time, 
that  is  the  case.  I  would  also  note  the  tremendous  increase  in 
demand  for  SBA  guarantees.  Very  often  now  you  can't  get  a  loan 
without  an  SBA  guarantee.  If  someone  wants  a  loan  for  a  restau- 
rant business,  it  is  not  available  today  without  an  SBA  guarantee. 

Maybe  the  committee  should  adopt  a  new  policy  and  advise  lend- 
ers that  they  will  put  a  price  on  the  head  of  any  examiner  who  is 
deemed  to  be  discriminating  against  an  institution  simply  by  virtue 
of  the  fact  that  the  lender  has  obtained  an  SBA  loan  guarantee. 
But  now,  let's  return  to  more  normal  order. 
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Mrs.  Meyers.  Mr.  Shivers,  in  your  written  testimony  you  provide 
an  example  of  three  loans  that  one  of  your  member  banks  in  Flori- 
da was  able  to  make  with  the  7(a)  Program  that  it  would  not  have 
been  able  to  make  otherwise.  They  were  for  relatively  small 
amounts,  $35,000,  $75,000,  and  $60,000. 

All  resulted  in  getting  highly  successful  small  businesses  off  the 
ground.  Collectively,  I  believe  you  credit  them  with  creating  over 
180  new  jobs.  Now,  why  couldn't  this  bank  take  any  risk  on  those 
small  businesses  without  the  7(a)  loan  guarantee? 

Mr.  Shivers.  Mrs.  Meyers,  this  bank  is  only  a  small  bank  of  $33 
million  in  total  assets,  so  they  have  really  used  the  SBA  Program 
to  take  care  of  their  community  needs  and  the  needs  of  their  bor- 
rowers in  their  area.  So  with  the  guarantees,  this  allows  them  to 
make  much  larger  loans  than  they  would  normally  be  and  much 
more  loans  that  does  not  count  against  their  capital. 

Mrs.  Meyers.  What  size  did  you  say  the  bank  was? 

Mr.  Shivers.  We  have  $33  million  in  total  assets. 

Mrs.  Meyers.  Well,  I  thank  you  very  much,  Mr.  Chairman,  and  I 
yield  back  the  balance  of  my  time. 

Chairman  LaFalce.  Mr.  Flake,  do  you  have  any  questions? 

Mr.  Flake.  Yes,  Mr.  Chairman.  First  of  all  I  ask  unanimous  con- 
sent to  have  my  written  statement  placed  in  the  order. 

Chairman  LaFalce.  Without  objection,  so  ordered. 

Mr.  Flake.  Thank  you.  As  we  move  forward  in  the  process  of 
trying  to  create  a  community  development  banking  entity  or  pro- 
gram, I  would  ask  the  panel  if  they  have  any  ideas  relating  to 
SBA's  role.  What  role  do  you  see  the  SBA  playing  and  how  do  we 
ensure  the  best  possible  delivery  of  credit  into  communities?  Specif- 
ically refer  to  delivery  in  those  communities  that  are  underserved. 
In  general,  how  do  we  actually  build  a  program  that  can  have  the 
benefit  of  SBA  guarantees  and  also  be  in  a  position  to  help  us  to 
rebuild  what  I  consider  to  be  the  Third  World  nation  within  Ameri- 
ca's borders? 

Mr.  Kadison.  Personally,  I  think  the  suggestion  of  using  the 
local  CDC  is 

Mr.  Flake.  Please  speak  into  the  microphone. 

Mr.  Kadison.  I  am  sorry.  Using  the  local  CDC's,  which  are  al- 
ready an  existing  arm  that  are  down  in  the  community,  is  the  logi- 
cal starting  place.  I  know  they  started  a  micro  loan  program 

Chairman  LaFalce.  Section  503  and  504  Programs  I  think  is 

Mr.  Kadison.  Where  you  are  getting  circles  of  people  involved  to- 
gether to  work  together,  that  are  the  borrowers.  I  think  it  is  just  a 
matter  of  getting  something  started.  I  mean  whatever  you  start 
with  probably  isn't  going  to  be  perfect,  but  it  will  evolve. 

Mr.  Flake.  Would  those  CDC's  be  eligible  for  SBA  guarantees? 

Chairman  LaFalce.  We  presently  have  CDC's,  about  400  certi- 
fied throughout  the  country,  in  every  urban  and  rural  community 
in  America.  They  do  have  SBA  backing.  They  carry  generally  an 
SBA  guarantee  on  40  percent  of  the  cost  of  the  project  being  fi- 
nanced. Mr.  Lueckenotte  represents  the  National  Association  of 
Development  Companies  who  represents  most  of  these  CDC's  and 
programs.  You  could  explain  what  a  502,  503,  and  a  504  Program 
is.  I  think  it  would  be  helpful. 

Mr.  Lueckenotte.  OK.  Thank  you,  Mr.  Chairman. 


52 

Mr.  Flake,  a  502  Program  is  a  loan  guarantee  program  where  in 
rural  communities  up  to  a  90  percent  guarantee  can  be  obtained 
for  financing  fixed  assets.  In  urban  communities  the  guarantee  is 
limited  to  40  percent  under  the  502  Program.  In  the  504  Program, 
Certified  Development  Companies,  are  responsible  for  packaging, 
processing,  closing,  and  servicing  SBA  guaranteed  loans  for  up  to 
40  percent  of  a  fixed  asset  project  with  a  maximum  loan  by  the  cer- 
tified development  company  of  a  million  dollars.  Banks  or  other  en- 
tities are  required  to  also  provide  part  of  the  financing. 

A  typical  structure  would  be  where  a  bank  finances  50  percent 
and  there  is  at  least  10  percent  investment  by  the  owner.  We  can 
finance  these  projects  for  a  20-year  term  on  our  portion  and  we  re- 
quire that  the  banks  provide  at  least  a  10-year  term.  In  many  cases 
they  go  longer.  We  have  looked  at  the  Community  Development 
Bank  Program  and  have  made  recommendations  that  Certified  De- 
velopment Companies  who  have  been  doing  business  lending  since 
1980  be  eligible  to  receive  those  funds. 

Over  the  12  years,  we  have  financed  over  $3  billion  worth  of 
business  development  just  with  our  40  percent  portion.  So,  as  you 
can  see,  we  have  leveraged  well  in  excess  of  $7  billion  of  fixed  asset 
growth  over  this  12  year  period.  The  national  average  has  been 
that  we  have  created  one  job  per  every  $10,000  of  the  SBA  guaran- 
teed portion. 

Mr.  Flake.  My  only  concern  is  that  the  40  percent  threshold  may 
be  relatively  low  when  trying  to  rebuild  many  of  those  commercial 
strips  while  at  the  same  time  getting  small  businesses  started  in 
those  areas. 

Mr.  LuECKENOTTE.  The  40  percent  guarantee  is  in  the  urban 
areas  in  the  502  Program.  In  the  504  Program  where  we  have  a 
bank  involved  and  financing  part  of  the  fixed  asset  cost,  the  bank 
obtains  a  first  mortgage  or  first  lien  on  the  assets  being  financed. 
The  loan  that  the  Certified  Development  Company  makes  to  that 
business  is  a  separate  loan  from  the  bank  loan  and  we  have  100 
percent  guarantee  from  the  SBA  and  are  behind  the  bank  in  collat- 
eral. So  it  makes  the  bank's  loan  a  fairly  secure  loan. 

Mr.  Flake.  Thank  you  very  much.  I  yield  back,  Mr.  Chairman. 

Mr.  Wilkinson.  If  I  might  add  one  quick  comment,  I  am  not  an 
expert  on  the  Community  Development  Bank  issue,  but  the  Chair- 
man of  the  NAGGL  Board  of  Directors  is  an  individual  by  the 
name  of  Richard  Turner  who  is  from  the  South  Shore  Bank  in  Chi- 
cago, and  I  will  be  happy  to  have  him  get  in  touch  with  your  office 
to  work  through  how  the  7(a)  Program  could  be  instrumental. 

Mr.  Flake.  I  would  be  happy  to.  Thank  you  very  much. 

Chairman  LaFalce.  Mr.  Johnson. 

Mr.  Johnson.  Thanks. 

I  would  just  like  to  say  that  we  have  got  two  neat  guys  from 
Texas  here  and  I  think  I  should  recognize  them.  I  happen  to  know 
one  of  them  pretty  well  and  I  thank  y'all  for  your  testimony. 

Mr.  Kadison,  I  wonder,  are  you  a  savings  and  loan  association? 

Mr.  Kadison.  Yes,  we  are. 

Mr.  Johnson.  The  only  one  left  in  the  State? 

Mr.  Kadison.  Damn  near. 

Mr.  Johnson.  Do  you  know  how  many  of  your  loans  are  small 
business  loans? 
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Mr.  Kadison.  In  our  particular  case,  we  have  made  it  a  strategic 
plan,  to  operate  like  a  small  town  community  bank,  even  though 
Austin  is  a  fairly  large  city. 

Mr.  Johnson.  Well,  were  you  operational  before  the  savings  and 
loan  crunch? 

Mr.  Kadison.  We  opened  as  a  new  charter  on  May  1,  1987.  We 
opened  right  in  the  middle  on  the  way  down.  We  looked  at  our- 
selves at  our  first  meeting. 

Mr.  Johnson.  Austin  did  go  through  the  recession,  so  to  speak, 
and  came  back  out  of  it,  and  you  participated  in  it,  I  take  it. 

Mr.  Kadison.  Fortunately,  we  didn't  participate  in  too  many  bad 
ones,  but  we  were  lending  during  the  bad  times  and  used  the  SBA 
loan  program  as  one  of  the  vehicles  to  be  able  to  do  it. 

I  might  just  point  out  in  answer  to  Mrs.  Meyers'  question  earlier, 
one  of  the  reasons  we  used  the  SBA  Program,  which  ties  very 
neatly  into  yours,  we  have  limits  placed  on  us  by  OTS  in  the 
amount  of  commercial  lending  a  thrift  is  allowed  to  do,  which  is  10 
percent.  In  order  for  us  to  leverage  our  involvement,  by  making 
loans  and  selling  off  the  guaranteed  part,  we  leverage  that  by 
factor — I  mean  our  average  guarantee  is  probably  81  percent. 

So  we  get  a  four  or  five-to-one  benefit.  In  the  5  years  or  so  we 
have  been  in  the  SBA  Program  we  have  done  somewhere  between 
$17  and  $18  million  worth  of  loans,  which  would  far  exceed  the 
limit  that  OTS  places  on  us  for  commercial  lending,  which  doesn't 
include  the  non-SBA  guaranteed  commercial  loans. 

Mr.  Johnson.  OK.  You  said  that  was  part  of  your  business  plan, 
which  it  sounds  like  it  was.  If  the  guarantee  were  lowered,  do  you 
anticipate  some  reduction  in  that  business,  sir? 

Mr.  Kadison.  Absolutely. 

Mr.  Johnson.  You  got  any  idea  what  it  would  do? 

Mr.  Kadison.  Well,  I  haven't 

Chairman  LaFalce.  Would  the  reduction  be  lower  for  a  thrift 
than  a  commercial?  Because  the  thrift  is  still  going  to  want  to 
maximize. 

Mr.  Kadison.  Oh,  we  are  going  to  want  to  maximize  our  involve- 
ment, no  question.  Now  we  are  a  preferred  lender.  We  don't  use 
the  preferred  lender  program  to  near  the  extent  that  we  are  al- 
lowed to.  Mostly  because  we  were  asked  only  to  use  the  preferred 
lender  program  for  higher  quality  credits,  startups,  restaurants, 
purchases,  certain  programs  that  just  had  a  higher  risk  component. 

Mr.  Johnson.  Who  asked  you  to  do  that.  Small  Business? 

[Mr.  Johnson's  statement  may  be  found  in  the  appendix.] 

Mr.  Kadison.  The  SBA  in  San  Antonio.  I  certainly  understand 
the  rationale  behind  it.  Certainly  we  honor  that  request.  So  we  are 
not  an  active  user  of  the  preferred  loan  program. 

I  mean,  we  have  done  a  half  a  dozen  loans  maybe  in  the  little 
over  a  year  we  have  been  a  preferred  lender.  But  it  has  noth- 
ing  

Chairman  LaFalce.  Approving  a  loan  as  a  preferred  lender  gives 
you  a  lower  guarantee. 

Mr.  Kadison.  Interesting,  that  is  not  the  reason. 

Chairman  LaFalce.  Really? 

Mr.  Kadison.  I  mean  it  is  so  much  easier  to  just  turn  to  the  bor- 
rower and  say,  yes,  done.  The  guarantee  percentage  is  20,  $25,000 
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on  our  average  loan  size.  Going  from  an  85  to  an  80  on  a  5  percent 
difference 

Chairman  LaFalce.  Not  that  big  of  a  deal? 

Mr.  Kadison.  No,  not  really,  not  for  the  speed. 

Mr.  Wilkinson.  On  an  individual  loan,  it  is  not  that  big  a  deal, 
but  when  he  starts  talking  about  his  portfolio  limitations,  he 
doesn't  have  the  ability  to  just  keep  adding  more  and  more  dollars 
on  a  portfolio.  I  would  not  argue  that  an  85  to  90  percent  difference 
is  an  issue.  If  that  is  the  difference  in  approving  a  credit,  I  have  got 
some  problems  with  that. 

Chairman  LaFalce.  Thank  you. 

Mr.  Kadison.  I  appreciate  it,  Tony,  thank  you. 

Chairman  LaFalce.  Go  ahead,  Sam. 

Mr.  Johnson.  Did  you  have  a  comment? 

Mr.  Shivers.  Well,  I  agree  with  what  Tony  said,  Sam.  To  get  to 
Mr.  Flake's  comments  about  the  examiners,  we  have  had  problems 
with  young,  overzealous  examiners:  They  say  look,  hell,  this  is  an 
SBA  loan,  there  has  got  lo  be  something  wrong  with  it.  Want  to 
classify,  especially  want  to  classify  the  unguaranteed  portion  of  it. 
That  is  unsecured  loan  because  SBA  has  got  all  the  security  so  you 
need  to  put  up  reserves  for  that,  I  am  going  to  put  it  doubtful  or 
charge  it  off  or  whatever. 

Then  you  have  to  argue  with  them  when  they  tabulate  all  their 
numbers  that  they  throw  in  the  guaranteed  portion  also,  that  just 
kind  of  doubles  up  stuff. 

Mr.  Johnson.  The  Chairman  has  talked  to  that  already,  and  I 
wonder,  have  you  seen  any  change  in  the  regulators? 

Mr.  Shivers.  We  have  an  examination  in  30  days,  I  will  know 
better  after  that.  As  most  bankers,  Mr.  Chairman,  we  are  going  to 
wait  until  we  see  a  marked  change  in  attitude  of  the  field  examin- 
ers that  we  have  to  deal  with. 

Chairman  LaFalce.  I  would  be  very  interested,  especially  if  they 
toss  the  guaranteed  portion  in.  That  is  the  troubled  category. 

Mr.  Wilkinson.  Can  I  add  just  two  quick  comments  of  examples 
what  have  happened  in  the  last  year? 

Ms.  Meyers,  you  have  a  bank  in  the  State  of  Kansas,  whose 
entire  portfolio  was  classified  substandard,  and  the  board  was  criti- 
cized for  getting  involved  in  the  SBA  business.  They  had  to  liqui- 
date their  entire  portfolio.  It  was  sold  to  a  nonbank  lender,  they 
took  over,  and  the  bank  was  left  with  a  significant  amount  of  cash 
and  told  not  to  get  into  the  SBA  business. 

A  second  issue  that  we  have  been  working  on  since  1990  is  the 
accounting  issue.  I  was  under  the  impression  that  the  Federal  regu- 
lators were  to  be  moving  more  toward  generally  accepted  account- 
ing principles.  As  we  sit  here  today,  this  industry,  the  SBA  lending 
industry,  has  some  $200  million  in  earnings  that  have  been  taxed 
by  the  IRS,  that  are  reportable  under  generally  accepted  account- 
ing principles  that  the  regulators  have  chosen  to  ignore.  That  is  a 
lot  of  capital  that  we  could  put  to  work. 

So  while  I  agree  that  there  is  probably  a  new  tone,  it  hasn't  got 
down  to  our  level  yet  and  we  still  have  some  significant  regulatory 
hurdles  in  front  of  us. 

Mr.  Johnson.  Thank  you,  Mr.  Chairman.  I  yield  back. 

Chairman  LaFalce.  Mr.  Bilbray. 
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Mr.  BiLBRAY.  Thank  you,  Mr.  Chairman.  Not  to  be  surprised,  I 
am  going  to  go  back  to  the  previous  point.  We  had  the  Acting  Ad- 
ministrator— I  can't  remember  her  name,  before  the  new  adminis- 
trator was  appointed — that  came  in,  or  the  Deputy  Administrator 
testified  before  this  committee  and  I  brought  that  up.  Some  of  the 
banks  in  my  district  that  had  complained  that  not  only  were  they, 
like  you  had  mentioned,  being  told  to  reserve  for  the  unguaranteed 
section,  but  were  also  being  told  for  the  guaranteed  section. 

I  remember  the  testimony,  maybe  staff  can  help  me  remember 
this,  but  I  remember  the  testimony  from  the  SBA,  that,  one,  that 
they  couldn't  even  make  you  reserve  for  the  unguaranteed  section. 
Is  that  correct?  I  think  they  said  that. 

Chairman  LaFalce.  No. 

Mr.  BiLBRAY.  OK.  I  misunderstood  what  they  said.  But  definitely 
could  not  do  it  for  the  guaranteed  section.  That  it  was  a  violation 
of  the  law  to  require  you  to  do  so. 

They  called  me  afterwards  back  in  my  office  and  I  gave  them  the 
names  of  a  couple  banks  that  had  complained  to  me  in  my  district 
and  they  were  investigating  it.  So  I  mean  they  actually  made  it 
clear  that  not  only  was  it — there  was  no  discretion,  that  it  was  a 
violation  of  either  their  rules  or  the  law  or  something  for  the  regu- 
lators to  require  you  to  do  so. 

So — and  I  was  really  thought  that  they  had  said  that  the  unse- 
cured section  was  under  a  special  exemption,  too,  or  something,  but 
maybe  I  misread  that.  But,  Mr.  Chairman,  the  reason  I  am  asking 
that,  because  from  what  I  gather  from  Mr.  Wilkinson,  that  this  has 
become  a  pretty  serious  problem  or  is  it  just  a  minor  problem? 

Mr.  Wilkinson.  It  is  an  ongoing  issue.  I  wouldn't  say  that  every 
field  examining  office  has  the  same  attitude  about  the  SBA  Pro- 
gram and  it  does  seem  to  pop  up  from  time  to  time.  But  it  is  still  a 
problem.  I  have  got  some  concerns  with 

Chairman  LaFalce.  Let's  put  them  in  perspective,  Tony.  Is  it 
that  large  of  a  problem?  It  has  been  a  problem.  I  don't  know  how 
large  of  a  problem. 

Mr.  Wilkinson.  Yes,  I  think  it  is  a  problem.  I  don't  think  that 
the  communication  channels  down  to  the  field  are  sufficient 
enough.  I  do  think  you  have  a  lot  of  novice  examiners  out  there 
who  take  the  position  that  if  you  have  to  put  a  Government  guar- 
antee on  that  loan,  it  is  inherently  bad.  I  disagree  with  that  posi- 
tion. 

We  still  hear  a  lot  of  comments  from  folks  that  are  having  trou- 
ble. I  go  back  to  the  bank  in  Kansas  that  had  a  wonderful  portfolio, 
had  no  defaults,  the  entire  portfolio  w£is  criticized,  they  are  re- 
quired to  set  aside  reserves  on  the  entire  portfolio,  and  the  board  of 
directors  ultimately  made  the  decision  to  get  out  of  the  SBA  busi- 
ness and  sell  off  the  portfolio.  That  is  not  right,  that  is  just  not 
right. 

Chairman  LaFalce.  That  specific  situation  is  absolutely  wrong. 
The  question  is  to  what  extent  is  this  anecdotal?  How  prevalent  is 
it?  That  is  the  point  I  am  trying  to  reach. 

Mr.  Shivers.  It  varies  from  what  group  of  examiners  you  get 
each  time. 

Mr.  Chairman,  I  had  an  examiner  one  time  show  me  how  far- 
fetched some  examiners  can  get.  They  questioned,  the  repayment 
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ability  of  a  borrower,  and  I  was  secured  two-to-one  with  a  Treasury 
bond.  I  never  worried  about  how  I  was  going  to  get  repaid. 

That  is  about  as  ridiculous  as  you  can  get.  But  some  of  them  do 
take  the  attitude,  if  it  is  a  Government  guaranteed  loan,  it  has 
automatically  something  wrong  with  it,  and  they  look  harder  at 
those  sometimes.  This  is  from  an  individual  examiner's  standpoint. 

But  we  have  heard  many  times  from  this  city,  we  are  going  to 
have  regulatory  change.  Comptroller  Clark  of  the,  OCC,  a  very 
close  friend  of  mine,  he  said  we  are  going  to  tell  the  examiners, 
quote,  use  some  common  sense.  It  never  got  outside  the  Beltway. 

Mr.  WiLFONG.  Congressman,  my  experience  has  been  a  little  dif- 
ferent. We  are  in  the  examining  process  right  now.  We  are  a  $9 
billion  dollar  bank.  Our  experience  has  been  that  as  long  as  we 
risk-rate  the  unguaranteed  portion  appropriately,  that  the  examin- 
ers are  fine  with  the  risk  rating  on  the  guaranteed  portion.  Our  ex- 
perience has  been  in  that  way  different. 

Mr.  BiLBRAY.  So  you  haven't  had  a  major  problem  as  long  as  you 
document  your  papers. 

Mr.  WiLFONG.  As  long  as  the  unguaranteed  portion  is  appropri- 
ately risk  rated. 

Chairman  LaFalce.  Of  course,  we  require  risk-rated  capital  now 
for  everj^hing. 

Mr.  BiLBRAY.  Well,  I  think  that  hopefully — I  think,  to  be  honest 
with  you,  my  personal  opinion  is  that  no  matter  what  you  say  to 
these  regulators,  that  the  ones  that  are  afraid  they  are  going  to  get 
burnt  down  the  line  if  something,  but  I  think  they  are  still  afraid 
that  if  5  years  from  now  or  3  years  from  now  there  is  a  major 
crisis,  and  the  bank  they  have  been  regulating  goes  under  there  is 
going  to  be  somebody  cut  their  head  off  for  allowing  it  to  happen. 
So  I  don't  know  how  you  get  the  word  down  unless  you 

Chairman  LaFalce.  Why  don't  you  give  me  whatever  examples 
you  have,  no  matter  how  anecdotal  they  may  be,  of  instances 
where  an  unguaranteed  portion  of  SBA  loan  has  triggered  some  ad- 
verse reaction  by  an  examiner  simply  by  virtue  of  the  fact  that  the 
other  portion  of  the  loan  has  been  guaranteed.  Let  me  communi- 
cate that  to  the  appropriate  regulators,  whether  it  is  the  Comptrol- 
ler or  the  FDIC,  OTS,  Federal  Reserve  Board,  whatever  the  case 
may  be,  to  ask  them  to  get  the  word  down  to  the  field,  even  better 
in  the  future  than  they  have  in  the  past.  I  think  that  this  adminis- 
tration and  its  regulators  will  be  very  cooperative  in  that. 

Mr.  BiLBRAY.  Mr.  Chairman,  I  look  at  it  like  the  biblical  story  of 
Moses  marching  the  Israelites  in  the  desert  for  40  years  to  get  rid 
of  a  whole  generation.  I  am  afraid  this  is  the  same  situation  we  are 
going  to  face  here.  We  have  these  regulators  that  have  been  burnt, 
they  have  been  involved,  they  have  seen  their  friends  demoted  or 
in  trouble  because  they  let  certain  situations  happen.  It  seems 
until  you,  it  seems  like,  clean  out  the  whole  pack,  I  don't  know  how 
you  are  going  to  end  up  working  this  problem  out. 

Mr.  Flake.  Mr.  Chairman,  I  resent  him  using  theological  analy- 
sis. 

[Laughter.] 

Chairman  LaFalce.  Mr.  Torkildsen. 

Mr.  Torkildsen.  Thank  you,  Mr.  Chairman.  For  the  people  who 
testified,  thank  you  for  your  testimony. 
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Follow-up  in  an  area  that  the  Chairman  mentioned  on.  For  those 
of  you  who  run  your  own  institutions,  do  you  sell  any  of  the  guar- 
anteed portion  of  your  SBA  loan  in  the  secondary  market?  If  you 
do,  do  you  have  any  rough  percentages  of  how  many  of  your  guar- 
anteed portion  of  your  SBA  loans  do  you  sell  in  secondary  market? 

Mr.  Kadison.  We  sell  100  percent  of  the  guaranteed  part. 

Mr.  ToRKiLDSEN.  OK.  So  you  are,  you — once  the  loan  is  set  up, 
you  immediately  go  to  the  secondary  market? 

Chairman  LaFalce.  He  is  a  thrift,  mind  you. 

Mr.  Kadison.  Yes,  we  are  a  thrift,  and  as  a  consequence  we  have 
limits  on  the  amount  of  commercial  lending  we  can  do.  To  leverage 
that,  we  obviously  sell  it  off  immediately. 

Mr.  TORKILDSEN.  OK. 

Mr.  Shivers.  We  are  keeping  all  ours  right  now  for  the  simple 
reason  we  don't  have  much  loan  demand  and  we  need  every  loan 
we  can  get. 

Mr.  Wilkinson.  You  will  see  everything  in  the  range.  Today  only 
about  half  the  loans  that  are  made  are  sold  on  the  secondary 
market  and  it  tends  to  run  along  a  scale  of  smaller  institutions 
with  high  loan  demand  are  selling  everj^hing  they  can,  all  the  way 
up  to  the  larger  institutions  that  are  holding  them  in  their  portfo- 
lio. 

Mr.  ToRKiLDSEN.  For  those  of  you  who  are  with  national  perspec- 
tives, have  you  looked  at  either  facilitating  that  or  encouraging 
resale  more  as  a  way  of  sort  of  opening  up  the  avenues  for  loans? 
Has  that  been  explored? 

Mr.  Shivers.  I  think  that  is  on  a  bank-to-bank  or  lender-to-lender 
decision.  They  have  to  make  the  decision  due  to  the  overall  loan 
demand  in  their  sector.  You  have  a  high  loan  demand,  you  sell  off 
a  bunch  where  you  have  room  to  make  more  loans.  I  need  all  the 
loans  I  can  get  so  I  am  going  to  keep  them. 

Mr.  ToRKiLDSEN.  Very  good.  Thank  you. 

Chairman  LaFalce.  An  interesting  thought  occurred  to  me.  To 
what  extent  do  you  think  that  the  tremendous  increase  in  the 
desire  for  utilization  of  the  SBA  guaranteed  loan  is  a  function  of, 
A,  greater  demand;  B,  a  reluctance  of  the  banking  community  to 
make  loans  without  guarantees  just  because  by  making  loans  with 
the  guarantees  they  can  either  improve  their  capital  position  tre- 
mendously, even  if  they  hold  the  paper,  or  sell  the  paper  off  so  that 
they  don't  have  to  hold  capital  against  it  and  they  can  reuse  the 
money;  or  C,  because  of  an  increased  awareness  on  the  part  of 
thrifts,  which  historically  were  not  involved  in  commercial  lending, 
that  they  could  become  involved  in  commercial  lending  and  greatly 
expand  the  percentage  of  their  activity  involved  in  the  commercial 
field,  circumventing,  if  you  will,  the  limitations  imposed  upon  them 
by  selling  off  into  the  secondary  market?  Or  all  of  the  above. 

Mr.  WiLFONG.  Mr.  Chairman,  I  can't  speak  for  the  thrift  industry 
and  I  will  let  Mr.  Kadison  do  that,  but  from  the  commercial  bank- 
ing perspective,  the  answer  of  Congresswoman  Meyers'  question,  I 
pulled  some  rough  numbers,  we  have  about  a  $140  million  in  small 
business  loans,  of  which  $15  million  are  Government  guaranteed 
loans.  So  we  believe  in  the  small  business  process. 

We  utilize  the  Government  guarantees  appropriately  as  it  relates 
to  the  need  for  credit  enhancement.  We  do  not  sell  those  loans  to 
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the  secondary  market.  I  believe  that  the  increased  demand  for  the 
SBA  has  been  because  of  an  increased  awareness  by  the  banking 
community  that  the  community  needs,  as  it  relates  to  small  busi- 
ness lending,  is  something  that  needs  to  be  addressed,  and  that  one 
of  the  vehicles  used  in  order  to  be  able  to  lend  into  these  communi- 
ties where  less  than  creditworthy  businesses  reside  in  a  particular 
area  has  been  enhanced  with  the  small  business  process. 

Chairman  LaFalce.  To  what  extent,  Mr.  Kadison,  are  the  thrifts 
becoming  more  commercial  loan  oriented? 

Mr.  Kadison.  In  our  area,  I  don't  see  it.  There  aren't  very  many. 

Chairman  LaFalce.  So  you  think  you  are  fairly  unique? 

Mr,  Kadison.  There  are  very  few  thrifts  in  our  area.  I  can't 
speak  to  what  transpires  elsewhere.  It  is  a  logical  extension  of  our 
business. 

Mr.  Wilkinson.  In  the  NAGGL  membership,  we  only  have  a 
handful  of  thrifts  that  are  active. 

Chairman  LaFalce.  I  remember  a  decade  ago  I  pulled  together 
thrifts  from  my  congressional  district  with  the  SBA  and  said,  look, 
there  is  a  dynamite  capacity  here. 

Mr.  Kadison.  It  is  a  wonderful  program. 

Chairman  LaFalce.  Use  it,  you  could  make  a  lot  of  money  this 
way  and  still  provide  a  very  valuable  service. 

Mr.  Kadison.  Well,  all  these  thrifts  have  gone  out  and  done  ad- 
justable rate  loans  residentially,  can  wind  up  creating  adjustable 
rate  loans  commercially  and  having  great  diversification  because 
you  only  have  very  small  amount  of  credit  risk  on  each  individual 
loan.  I  mean  we  also  use  the  program  because  it  allows  us,  as  some- 
body else  pointed  out — I  mean  we  did  a  $1.5  million  loan  which  far 
exceeds  SBA's  guarantee.  We  were  able  to  sell  loan  participation, 
we  took  5,000,  somebody  else 

Chairman  LaFalce.  Let  me  get  to  a  technical  question.  Let's  sup- 
pose we  have  x  dollar  amount  of  money,  $200  or  $250  million, 
whatever  the  case  might  be.  That  is  what  we  can  come  up  with. 
Using  the  present  formula  of  how  much  money  we  need  to  subsi- 
dize loan  guarantees — well,  $181  million  is  going  to  buy  us  about 
$3.3  billion  of  initial  guarantees  for  this  fiscal  year. 

Is  there  any  way  if  we  had  $181  million  we  could  say  that  the 
formula  used  by  SBA  and  OMB  to  determine  the  appropriate  subsi- 
dy rate  for  a  loan  guarantee  is  inaccurate  and  therefore  using  the 
same  amount  of  money  we  might  be  able  to  argue  that  we  could 
justify  $5,  $6,  or  $7  billion  in  guarantee  authority? 

Mr.  Wilkinson? 

Mr.  Wilkinson.  Let  me  start  by  saying  I  would  not  ask  anybody 
to  cook  the  books  to  make  this  look  right. 

Chairman  LaFalce.  Not  at  all. 

Mr.  Wilkinson.  I  do  think  there  are  some  modifications  that 
could  be  made  in  the  formula.  For  instance,  SBA  is  required  to  use 
a  10-year  default  rate  that  goes  back  before  the  quality  lending  ini- 
tiative was  started.  So  today  current  borrowers  are  being  penalized 
or  are  not  getting  the  full  benefit  of  these  initiatives  that  have 
taken  place. 

If  we  would  use  more  of  a  6-  to  7-year  horizon,  you  would  see  the 
default  rate  estimates  fall  substantially,  which  would  in  and  of 
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itself  cause  the  subsidy  rate  to  recline.  We  change  the  default  in- 
terest calculation,  you  see  another  drop  in  the  subsidy  rate. 

I  don't  know  exactly  what  the  numbers  that  would  create.  I  will 
get  with  the  SBA  and  find  out  as  they  work  it  through  the  subsidy 
model  what  the  number  would  be,  but  you  have  got  to  be  talking 
50  to  a  100  basis  points  just  making  some  clarifications  in  the 
model. 

Chairman  LaFalce.  Let  me  ask  the  representatives  of  this  table 
and  organizations  to  get  their  comments,  to  go  back  to  the  books 
and  see  if  you  can  come  up  with  an  analysis  of  the  formula  that  we 
are  using  right  now  and  the  economic  assumptions  that  were  built 
into  that  formula,  and  whether  or  not  they  are  still  valid. 

If  they  are  not  valid,  what  new  economic  assumptions  should  be 
used  for  the  formula,  to  come  up  with  something  that  is  honest  and 
that,  depending  upon  how  the  cookies  crumble,  may  mean  we  buy 
less  guarantee  authority  or  may  mean  we  buy  more  guarantee  au- 
thority with  the  same  dollar  amount.  Fair  enough? 

Yes,  let's  work  together  on  that.  Also  let's  temporarily  recess,  we 
have  a  vote.  We  thank  the  first  panel.  We  will  reconvene  in  10  or 
15  minutes  to  hear  from  panel  number  two.  Thank  you  very  much. 

[Recess.] 

Chairman  LaFalce.  The  Small  Business  Committee  will  recon- 
vene. 

We  will  hear  from  panel  number  2,  if  panel  number  2  could 
please  take  your  seats. 

We  have  a  lot  of  old  friends  at  the  table.  I  should  say  long-stand- 
ing friends  instead  of  old. 

JoAnn,  you  are  now  the  star  of  the  Wall  Street  Journal. 

Why  don't  we  just  go  right  down  the  row  starting  with  Mr.  Car- 
roll. 

TESTIMONY  OF  FRANCIS  R.  CARROLL,  PRESIDENT  AND  FOUND- 
ER, SMALL  BUSINESS  SERVICE  BUREAU,  INC.,  AND  CHAIRMAN, 
LEGISLATIVE  COUNCIL 

Mr.  Carroll.  Good  morning.  Chairman  LaFalce,  and  members  of 
the  committee.  Thank  you  for  the  opportunity  to  speak  to  you 
today  on  the  Small  Business  Administration's  budget  request  for 
1994. 

My  name  is  Francis  R.  Carroll.  I  am  president  and  founder  of  the 
Small  Business  Service  Bureau,  and  serve  as  Chairman  of  its  Small 
Business  Legislative  Council. 

SBSB  is  a  national  membership  organization  representing  more 
than  35,000  small  business  firms.  SBSB  was  founded  and  exists  to 
provide  legislative  advocacy,  management  assistance  and  group 
benefits  and  services  to  small  companies  employing  fewer  than  50 
people. 

Most  of  our  members  in  fact  are  self-employed,  sole  proprietors, 
partnerships,  and  unincorporated  partnerships  employing  10  or 
fewer  people.  We  represent  some  of  the  Nation's  true  small  busi- 
nesses. 

Personally,  my  credentials  include  over  11  years  of  service  on  the 
Small  Business  Administration's  National  Advisory  Council,  as  ap- 
pointee of  and  under  Presidents  Ford,  Carter,  and  Reagan  adminis- 
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trations,  and  I  am  also  a  founding  member  of  the  Democratic  Na- 
tional Committee's  Council  on  Small  Business. 

This  service,  and  more  than  30  years  of  working  with  small  busi- 
ness people,  has  made  me  acutely  aware  of  the  problems  they  face, 
especially  in  regard  to  capitalization. 

In  1953,  then-President  Eisenhower,  as  we  know,  created  the 
Small  Business  Administration  to  promote,  assist  and  counsel 
small  firms  and  to  make  direct  loans  with  Government  money. 
Over  the  years,  the  agency  has  evolved  and  today,  one  of  the  most 
successful  programs  it  administers  is  the  7(A)  Loan  Guarantee  Pro- 
gram. Throughout  the  years,  the  SBA  and  its  7(A)  Program  has 
meant  the  difference  between  success  and  failure  for  thousands  of 
small  businesses. 

Consider  this;  the  SBA  has  delivered  more  than  12  million  loans, 
contracts,  counseling  sessions  and  other  forms  of  assistance  to 
small  businesses.  With  a  direct  and  guaranteed  business  loan  port- 
folio of  approximately  $22.5  billion,  SBA  is  the  largest  single  finan- 
cial backer  of  small  business  today. 

Under  this  program,  small  businesses  are  able  to  secure  much 
needed  capital  from  banks.  Ninety  percent  of  those  loans  under 
$155,000  are  guaranteed  by  the  Federal  Government.  Without 
those  guarantees,  many  small  businesses  cannot  borrow  on  afford- 
able terms.  In  addition  to  the  Government  guarantees,  the  program 
provides  favorable  terms  that  are  otherwise  unavailable  to  small 
business.  For  example,  the  loans  are  commonly  made  at  close  to 
market  rates  and  repayment  periods  are  longer. 

I  think  you  can  agree  that  the  small  business  sector  will  be  the 
force  which  brings  the  country  out  of  its  current  economic  slump. 
As  we  all  know,  the  contributions  of  young  small  firms  to  the  inno- 
vation and  job  creation  is  far  more  significant  than  that  of  big  busi- 
ness. Small  businesses  provided  all  of  the  net  new  jobs  from  1988  to 
1990,  were  99.7  percent  of  all  employers  in  1990,  employed  65  per- 
cent of  the  private  work  force  in  1990,  created  40  percent  of  the 
Nation's  new  high  technology  jobs  last  year,  and  provided  two  of 
every  three  new  workers  with  their  first  jobs. 

The  administration  has  proposed  a  reduction  in  the  Government 
guarantee  program  from  90  to  70  percent,  and  the  imposition  of  a 
surcharge  on  lenders  if  the  loans  are  sold  in  secondary  financial 
markets.  Many  private  lenders  say  this  would  force  them  to  make 
fewer  SBA-backed  loans.  We  can  all  argue  the  proposals  contradict 
President  Clinton's  campaign  promise  to  spur  growth  among  small 
businesses. 

I  think  the  administration  is  making  a  big  mistake,  although 
with  good  intentions,  proposing  to  limit  access  to  capital  for  the 
small  business  community.  Small  business  represents  the  only  cur- 
rent positive  economic  trend.  It  is  counterproductive  to  inhibit  the 
one  sector  of  the  economy  enjoying  any  real  growth. 

According  to  officials  at  Worcester  County's  Flagship  Bank  and 
Trust,  a  local  bank,  in  the  last  2  months  the  bank  has  approved,  or 
is  in  the  process  of  approving  loans  to  33  companies  representing 
approximately  $7  million  in  financing  and  leading  to  the  creation 
or  retention  of  almost  1,200  jobs  in  central  Massachusetts.  The  av- 
erage size  of  these  loans  is  $130,000.  The  new  ruling  would  put  a 
number  of  those  loans  at  risk. 
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When  I  interviewed  Flagship  officials,  they  indicated  they  were 
strongly  opposed  to  the  imposition  of  a  surcharge  for  selling  to  the 
secondary  markets.  It  discourages  liquidity.  The  imposition  of  this 
fee  will  be  devastating  to  the  7(A)  Program.  Coupled  with  the  guar- 
antee rate  reduction,  Flagship  officials  fear  the  administration's 
proposals  will  deter  new  lenders  from  participating  in  the  7(A)  Pro- 
gram and  discourage  participants  from  approving  any  marginal 
loans.  From  my  experience,  I  agree  with  them. 

A  Worcester-based  small  wholesale  company  with  $6  million 
worth  of  property  and  a  credit  history  that  includes  satisfying  a  $1 
million  loan  in  7  years  was  recently  denied  a  loan  for  $500,000.  I 
have  urged  this  company  to  try  for  an  SBA  loan,  but  now  I  wonder 
if  they  will  meet  the  same  fate,  especially  if  this  SBA  change  is 
made.  Their  survival  is  threatened  under  the  administration's  pro- 
posal. 

Everyone  talks  about  helping  small  businesses  and  taking  steps 
necessary  to  help  small  business  create  the  jobs  this  economy  must 
have  to  move  forward.  This  proposal  moves  in  the  opposite  direc- 
tion of  that  pledge.  I  would  recommend  adding  more  money  to  the 
7(A)  Program,  not  cutting  it  back. 

The  Federal  Government  has  a  responsibility  to  the  small  busi- 
nessmen and  women  who  built  this  country,  to  stand  with  them 
and  grow  and  not  to  hurt  them.  In  my  opinion,  the  White  House  is 
mistaken  when  they  say  the  proposed  changes  will  help  more  than 
hamper  lending.  It  is  essential,  now  more  than  ever,  the  Federal 
Government  stand  by  the  small  business  community  and  retain  the 
current  guarantee  rate  of  lending  to  small  business. 

I  strongly  recommend,  Mr.  Chairman,  you  maintain  the  current 
SBA  guarantee  rate  for  small  business  loans  and  oppose  the  impo- 
sition of  a  surcharge. 

Thank  you  for  the  opportunity  to  present  my  views.  I  will  be 
happy  to  answer  any  questions  later  if  you  should  ask. 

[Mr.  Carroll's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Next  is  Mr.  Lewis  A.  Shattuck,  representing 
National  Small  Business  United. 

TESTIMONY  OF  LEWIS  A.  SHATTUCK,  EXECUTIVE  VICE  PRESI- 
DENT, BARRE  GRANITE  ASSOCIATION,  ON  BEHALF  OF  NATION- 
AL SMALL  BUSINESS  UNITED 

Mr.  Shattuck.  Thank  you  very  much,  Mr.  Chairman.  Mr.  Chair- 
man and  members  of  the  committee,  I  am  representing  National 
Small  Business  United.  I  was  secretary  at  NSBQ  and  am  a  trustee 
emeritus.  I  am  currently  also  the  executive  vice  president  of  the 
Barre,  Vermont  Granite  Association.  It  is  one  of  the  major  indus- 
tries in  Vermont  that  imports  $100  to  $200  million  into  the  State. 
It  is  composed  mainly  of  small  businesses,  Mr.  Chairman. 

Chairman  LaFalce.  If  I  might  interrupt.  We  will  put  your  entire 
prepared  remarks  in  the  record,  but  I  am  going  to  ask  all  of  you  to 
hold  your  remarks  to  no  more  than  5  minutes.  I  have  an  appoint- 
ment at  12  o'clock. 

Mr.  Shattuck.  We  will  do  that,  Mr.  Chairman. 

Chairman  LaFalce.  I  will  be  fashionably  late,  but  not  too  late. 
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Mr.  Shattuck.  I  was  with  the  Small  Business  Association  of  New 
England  for  25  years  and  have  been  an  SBA  watcher  for  30  years.  I 
was  on  the  National  Advisory  Council.  I  brought  with  me  today  an 
empty  gallon  can  of  gasoline.  I  brought  it  because  when  Mr.  Bowles 
was  here  on  the  19th,  he  spoke  to  the  members  of  this  committee 
and  he  said  the  engine  that  drives  the  economic  train  of  this  coun- 
try is  out  of  gas. 

So,  I  am  here  to  bring  you  a  spare  can  and  I  hope  the  committee 
will  see  fit  to  fill  it  up.  It  is  symbolic.  It  is  only  a  one  gallon  can, 
but  what  we  are  asking  the  SBA  for  is  help  in  the  coming  year 
that  is  a  really  modest  amount  of  funding  considering  the  enor- 
mous returns,  Mr.  Chairman,  for  every  dollar  spent  by  the  agency 
or  funded  by  the  agency  in  guaranteeing  these  loans. 

We  talk  of  a  ratio  of  20  to  1,  Mr.  Chairman,  on  an  agency  that 
has  taken  enormous  hits  in  budget  cuts.  But  for  the  past  12  years, 
with  leveraging  of  all  resources  it  does  in  its  many  programs,  there 
is  no  agency  that  returns  more  to  the  taxpayers  of  this  country 
than  appropriations  to  the  SBA. 

Mr.  Chairman,  the  Price  Waterhouse  report  that  came  out  last 
year  indicated  the  enormous  tax  benefits  that  were  generated  by 
the  recipients  of  SBA  loans. 

It  is  legion  in  terms  of  the  job  generation  that  comes  from  SBA 
loans,  Mr.  Chairman.  The  fact  is  that  this  administration  knows 
full  well,  the  President  has  said  that  he  is  determined  to  help  do 
whatever  is  necessary  to  help  the  SBA,  and  thus  small  business, 
generate  jobs  for  the  economy  and  get  the  country  moving  again. 

Mr.  Chairman,  there  is  no  better  way.  The  cornerstone  of  any  job 
generating  program  this  administration  can  come  up  with  is  to 
fully  fund  the  SBA,  and  it  is  not  currently  funded  and  the  appro- 
priation they  are  asking  for  will  not  do  it. 

I  think  to  have  the  SBA  Loan  Program  in  a  stop  and  start  again 
situation,  will  do  more  to  bring  the  agency  into  a  posture  of  failure 
than  David  Stockman  tried  to  do  back  in  the  days  of  President 
Reagan. 

The  fact  is,  if  you  have  an  agency  that  does  not  have  programs 
that  function  smoothly  and  if  you  overpromise  to  the  small  busi- 
ness community  in  a  loan  program  that  stops  and  starts  again,  you 
are  going  to  have  a  credibility  problem.  You  are  going  to  have  serv- 
ices stopped,  and  you  are  going  to  have  an  unhappy  small  business 
lot  of  customers  and  they  will  not  come  back  to  the  agency  again. 
The  banks,  if  they  are  not  given  opportunities  and  incentives  to 
provide  SBA  loans,  Mr.  Chairman,  won't. 

Chairman  LaFalce.  Absolutely. 

Mr,  Shattuck.  Can  I  move  to  a  couple  other  points? 

Chairman  LaFalce.  We  will  be  doing  a  lot  of  talking  with  the 
administration  between  now  and  then. 

Mr.  Shattuck.  Glad  to  hear  that. 

Other  programs  other  than  the  loan  program  I  think  we  ought  to 
touch  on,  Mr.  Chairman,  because  they  are  all  very  important  pro- 
grams. The  SBIC  Program  started  in  1958,  it  provides  high  risk 
startup  for  many  high  tech  companies  financing.  It  would  do  even 
better  if  Congress  would  lower  the  capital  gains  tax,  but  short  of 
that,  SBIC's  should  be  funded  fully  because  they  do  the  job,  and  I 
think  they  are  unsung  heroes  in  terms  of  their  participation. 
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SBDC's  have  more  demand  for  their  services  than  they  have 
funding.  They  are  in  50  States  and  are  very,  very  popular  as  the 
best  means  for  the  SBA  to  provide  management  assistance.  The 
Local  Development  Programs  under  502,  503,  or  504.  Again  that 
started  in  the  1960's.  They  do  an  outstanding  job. 

The  Surety  Bond  Program  saves  millions  of  dollars  a  year,  has  a 
98  percent  success  rate  and  allows  those  in  the  granite  business  to 
get  involved  in  construction  that  they  wouldn't  otherwise  be  able 
to.  I  commend  that  program. 

SBIR,  the  research  programs,  $1.1  million,  to  fund  a  program 
that  has  been  outstandingly  successful,  Mr.  Chairman. 

The  international  trade  programs  of  the  SBA  has  only  a  few  em- 
ployees. Now,  with  the  dollar  as  low  as  it  is,  export  is  the  name  of 
the  game  for  small  business.  This  program,  I  think,  should  be  en- 
couraged and  expanded. 

The  Office  of  Advocacy  was  started  in  1973,  Mr.  Chairman,  be- 
cause of  the  Washington  Presentation  by  a  lot  of  small  business  or- 
ganizations. That  are  now  part  of  NSBU.  The  new  administrator 
wants  the  agency  to  be  the  champion  of  small  business  needs  at  the 
highest  levels  of  Government.  That  is  what  the  office  of  advocacy  is 
for.  We  need  an  advocate  in  that  position  as  soon  as  possible,  Mr. 
Chairman,  to  head  this  very  valuable  research  and  advocacy  arm 
of  the  agency. 

Last,  Mr.  Chairman,  3  years  ago,  there  was  a  hearing  to  establish 
a  White  House  Conference  on  Small  Business  in  1994. 

Nothing  has  been  done  since.  It  was  a  disgrace,  in  my  opinion 
that  President  Bush  sat  on  this  legislation  and  didn't  do  anything 
to  implement  it.  We  need  a  White  House  conference  soon  as  possi- 
ble. A  full-fledged  White  House  conference,  Mr.  Chairman.  We 
hope  you  can  make  that  happen. 

[Mr.  Shattuck's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  I  have  just  a  few  questions  right  now. 

If  any  of  you  have  any  suggestions  for  a  chief  counsel  for  advoca- 
cy, rather  than  somebody  who  is  the  representative  of  this  group  or 
that  group,  but  somebody  who  can  be  outstanding,  we  need  an  out- 
standing person,  I  would  like  to  have  you  get  that  person's  name 
and  background  in  to  me. 

I  intend  to  see  that  we  don't  have  the  long  delay  in  this  adminis- 
tration that  we  had  in  the  previous  administration,  but  I  want  it  to 
be  somebody  who  could  really  do  an  outstanding  job,  very  forth- 
right, aggressive,  and  very  articulate. 

As  far  as  the  White  House  Conference  on  Small  Business,  I  think 
we  are  going  to  have  to  push  the  dates  back.  I  just  don't  see  how 
they  can  have  it,  have  a  successfully  run  operation  now  and  have  it 
during  the  time  we  legislated  in  1990. 

Mr.  Shattuck.  I  agree. 

Chairman  LaFalce.  What  should  we  push  it  back  to?  Right  now 
the  legislation  says  it  has  to  be  done  by  the  spring  of  1994. 

Mr.  Shattuck.  By  the  first  quarter  of  1994,  yes. 

Chairman  LaFalce.  First  quarter  of  1994. 

Mr.  Shattuck.  Right.  But  it  can't  be  done. 

Chairman  LaFalce.  Should  we  push  it  back  to  the  last  quarter? 
It  gets  involved  in  the  elections  if  we  do  that.  Push  it  over  to  1995? 
Any  recommendations? 
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Mr.  Shattuck.  I  would  say  1995,  Mr.  Chairman.  You  are  going  to 
have  60  State  meetings  throughout  the  country.  You  have  to  do  it 
right.  You  are  going  to  mobilize  50,000  to  60,000  people.  You  have 
to  get  the  word  out. 

Chairman  LaFalce.  The  small  business  community  would  be 
supportable  of  1995. 

Ms.  Hollow  AY.  I  think  they  would,  yes. 

Mr.  Carroll.  Yes. 

Chairman  LaFalce.  Anybody  else? 

Mr.  Parsons.  Yes. 

Chairman  LaFalce.  Thank  you  very  much,  Mr.  Shattuck.  Our 
next  witness  will  be  Ms.  JoAnn  Price,  president  of  the  National  As- 
sociation of  Investment  Companies. 

TESTIMONY  OF  JOANN  H.  PRICE,  PRESIDENT,  NATIONAL 
ASSOCIATION  OF  INVESTMENT  COMPANIES 

Ms.  Price.  Good  morning,  Mr.  Chairman.  It  is  always  a  pleasure 
to  come  before  you. 

Today  I  want  to  speak  briefly,  of  course,  about  the  specialized 
Small  Business  Investment  Company  Program.  I  am  the  president 
of  the  National  Association  of  Investment  Companies,  and  we  rep- 
resent the  Specialized  Small  Business  Investment  Companies,  the 
venture  firms  that  do  primarily  minority  investing  and  those  funds 
that  are  also  staked  or  have  something  to  do  with  State  and  local 
governments  that  also  do  minority  focused  investing. 

Today  we  come  before  you  with  mixed  feelings.  We  are  pleased  to 
have  and  hear  about  a  new  administrator  that  has  a  number  of  ex- 
citing things  in  store  for  the  agency.  We  think  it  is  a  very  positive 
step  in  the  right  direction.  I  would  not  be  absolutely  honest  if  I 
didn't  say  that  we  are  excited  about  the  budget  proposal. 

Having  said  that,  I  also  understand  that  over  the  last  3  years,  we 
have  not  adequately  used  the  budget  amounts  that  have  been  ap- 
propriated, and  there  have  been  a  variety  of  reasons.  We  have  been 
before  you  every  year  for  the  last  5  years  citing  those  variety  of 
reasons,  so  I  won't  go  into  that. 

However,  I  want  to  make  three  or  four  points  about  the  future  of 
our  particular  side  of  the  industry  which  I  think  are  very  real.  I 
think  it  is  very  important  to  take  this  into  consideration  as  we  look 
at  the  commitment  that  our  partner,  the  SBA,  is  willing  to  make 
into  the  future. 

First,  we  had  passage  of  a  major  piece  of  legislation  to  encourage 
the  establishment  of  new  investment  companies  and  also  obviously 
encouraging  them  to  raise  additional  private  capital. 

Second,  for  the  Specialized  SBIC's,  we  have  the  preferred  stock 
program  which  you  were  very  instrumental  in  seeing  happen  over 
the  last  3  years,  and  finally  that  is  beginning  to  happen. 

Chairman  LaFalce.  I  was  one  of  the  original  authors  of  it. 

Ms.  Price,  You  were  the  author,  Mr.  Chairman. 

Chairman  LaFalce.  Along  with  Congressman  Rangel. 

Ms.  Price.  That  was  the  tax  initiative. 

Third,  we  have  the  tax  proposal  that  we  have  made  some 
progress  on  through  the  House  Ways  and  Means  Committee,  and 
hopefully,  today  on  the  House  Floor  which  in  fact,  Mr.  Chairman, 
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you  were  one  of  the  major  sponsors  last  year  as  we  began  this 
effort. 

We  are  happy  to  say  that  we  were  able  to  really  build  momen- 
tum and  have  success  through  the  House  Ways  and  Means  Com- 
mittee, so  it  is 

Chairman  LaFalce.  Would  you  like  to  flesh  out  a  little  bit  what 
the  differences  are  between  what  I  introduced  last  year  and  what 
is  on  the  Floor  today? 

Ms.  Price.  The  major — the  bill  that  you  introduced  last  year,  we 
had  an  up-front  tax  deduction  in  that  piece  of  legislation.  We  had 
the  deferral  legislation  and  that  did  go  in  in  its  entirety.  We  also 
had  in — actually  both  of  these  provisions,  I  believe,  were  in  the 
original  legislation.  The  one  that  is  not  is  the  up-front  tax  deduc- 
tion which  we  were  not  able  to  get  into  this  particular  legislation. 

But  as  you  know,  Mr.  Chairman,  any  time  you  are  beginning  to 
work  on  new  concepts  and  new  proposals,  it  takes  a  year  or  2. 

Chairman  LaFalce.  Can  you  give  me  a  one-pager  today  with  the 
identical  provisions,  the  similar  provisions,  and  the  dissimilar  pro- 
visions? 

Ms.  Price.  I  will  be  happy  to  do  that.  I  will  get  that  to  you  as 
soon  as  I  get  back  to  the  office. 

Today  is  timely  because  I  have  the  opportunity  to  thank  you  and 
say  that  good  work,  good  education,  and  a  lot  of  support,  we  have 
had  some  success  a  long  that  line. 

The  fourth  issue,  which  of  course  is  the  effort  that  we  are  in- 
volved in  terms  of  raising  the  private  funds  to  also  direct  capital 
into  our  marketplace.  I  made  these — I  have  indicated  these  four 
major  initiatives  because  all  of  these  initiatives  are  designed  to 
drive  capital  into  our  marketplace. 

If  all  of  these  initiatives  are  ultimately  successful,  that  means 
that  the  pressure  on  the  Small  Business  Administration  and  the 
need  to  be  able  to  come  forward  with  funding  as  the  years  go  along 
to  deal  with  this  issue,  is  going  to  be  more  substantial,  so  that  I 
understand  the  budget  restraints  for  the  next  fiscal  year. 

But  I  hope  as  we  do  this  and  as  we  bring  more  private  capital 
into  this  marketplace,  we  keep  in  mind  that  we  have  to  also  have 
the  rhetoric  also  match  actual  practice  in  what  is  happening  at  the 
agency. 

So  with  that,  Mr.  Chairman,  we  are  pleased  to  see  a  new  direc- 
tion with  this  new  administrator.  We  are  pleased  to  see  this  admin- 
istration. We  are  pleased  to  see  the  support  on  capital  initiatives. 
The  only  thing  we  would  like  to  see  in  the  future  is  greater  support 
on  the  actual  dollar  sign.  If  we  run  out  of  money  next  fiscal  year, 
we  will  use  some  of  NASBIC's  money. 

Ms.  Price.  Thank  you,  Mr.  Chairman.  It  is  a  pleasure  to  come 
before  you.  It  is  a  pleasure  to  come  before  you.  We  thank  you  for 
your  support  and  I  will,  when  I  get  back  to  the  office,  get  that  in- 
formation to  you. 

Thank  you. 

[Ms.  Price's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  My  counsel  tells  me  we  have  that  informa- 
tion. 
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Representing  your  sister  or  brother  organization,  the  National 
Association  of  Small  Business  Investment  Companies  but  not  spe- 
cialized small  business  investment  companies,  Mr.  Jim  Parsons. 

TESTIMONY  OF  JAMES  A.  PARSONS,  CHAIRMAN,  NATIONAL 
ASSOCIATION  OF  SMALL  BUSINESS  INVESTMENT  COMPANIES 

Mr.  Parsons.  Thank  you,  Mr.  Chairman,  and  members  of  the 
committee.  I  appreciate  the  opportunity  to  testify  today  on  the  ad- 
ministration's proposed  1994  fiscal  year  budget  for  the  SBA. 

Chairman  LaFalce.  How  many  of  your  SBIC  members  are  pub- 
licly held? 

Mr.  Parsons.  Mr.  Chairman,  there  are  probably  two  that  I  know 
of,  not  very  many. 

Chairman  LaFalce.  Is  that  all? 

Mr.  Parsons.  That  is  all. 

Chairman  LaFalce.  One  is  in  my  district. 

Mr.  Parsons.  Allied  here,  and  Capital  in  Southwest  Texas. 

Chairman  LaFalce.  You  have  three?  What  are  the  three  you 
have? 

Ms.  Price.  We  have  two  in  New  York,  actually  I  think  there  is 
one  in  your  district  now — no,  that  is  not  publicly  held.  Two  in  New 
York. 

Chairman  LaFalce.  Do  your  recall  the  names  offhand?  I  think 
you  have  six. 

Mr.  McNeish? 

Mr.  McNeish.  Six. 

Chairman  LaFalce.  OK. 

Mr.  Parsons.  There  used  to  be  substantially  more. 

Chairman  LaFalce.  Please  continue. 

Mr.  Parsons.  I  am  testifying  today  in  my  capacity  as  Chairman 
of  NASBIC,  which  is  the  trade  association  for  the  SBIC  industry. 

In  my  real  life,  I  am  a  general  partner  of  RFE  Investment  Part- 
ners, a  venture  capital  firm  located  in  New  Canaan,  Connecticut. 
RFE  manages  several  venture  funds,  including  an  SBIC  with  $10 
million  of  private  capital  which  was  licensed  in  1980. 

My  testimony  will  focus  exclusively  on  the  SBIC  Program,  and 
our  views  of  the  funding  needed  in  1994  to  revitalize  this  impor- 
tant, low  cost,  job  creating  program. 

Mr.  Chairman,  the  committee  knows  as  well  as  we  do  that  small 
growth  firms  are  the  primary  engine  of  job  creation  in  the  U.S. 
economy.  In  normal  business  cycles,  small  business  creates  65  per- 
cent of  all  the  new  jobs  created  in  the  economy.  Recently,  the  job 
creation  record  of  small  business  has  been  extraordinary.  Between 
1987  and  1992,  small  growth  firms  created  5.8  million  new  jobs, 
while  big  business  lost  over  2.3  million  jobs.  In  short,  small  busi- 
ness created  all  of  the  net  new  jobs  in  the  economy  during  the  last 
6  years. 

What  is  less  understood,  however,  is  the  severe  problem  small 
growth  firms  now  face  in  obtaining  the  patient,  long-term  capital 
they  need  for  growth  and  expansion. 

Over  the  past  6  years,  the  sources  of  venture  capital  for  small, 
emerging  companies  have  literally  dried  up  before  our  eyes.  Here 
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is  what  has  happened  to  the  three  major  sources  of  venture  capital 
for  small  business. 

The  level  of  institutional  investments  in  venture  funds  has 
dropped  sharply  in  recent  years.  In  1984,  investments  in  venture 
foods  totaled  $3.2  billion.  By  1991,  that  investment  level  had 
dropped  to  $1.3  billion.  The  net  result  is  a  sharp  drop  in  the  total 
amount  of  venture  dollars  available  for  investment  in  small  growth 
firms. 

The  SBIC  industry  has  suffered  through  a  period  of  severe  con- 
traction. In  1985,  there  were  450  operating  SBIC's.  Today,  there  are 
only  200,  and  the  rate  of  SBIC  investments  in  small  firms  has  suf- 
fered a  proportionate  reduction. 

With  the  elimination  of  the  capital  gains  tax  differential,  many 
so-called  "angels"  have  withdrawn  from  venture  investments  in 
small  firms,  choosing  instead  to  put  their  funds  in  more  secure  in- 
vestment areas. 

The  net  result  is  a  severe  shortage  of  long-term  patient  capital 
that  new  startup  companies  and  small  emerging  businesses  need  to 
grow  and  survive. 

The  SBIC  industry  has  a  very  successful  track  record  in  assisting 
small  growth  firms  that  create  jobs  and  generate  new  tax  revenues. 

SBIC's  have  invested  $9.1  billion  in  over  83,000  small  business 
concerns  since  1958,  and  these  investments  have  created  an  out- 
standing record  of  cost-efficient  job  creation. 

We  have  done  several  studies  and  they  demonstrated  that  one 
job  is  created  for  every  $17,000  of  investment  by  SBIC  and  the  Gov- 
ernments cost  to  create  a  job  through  the  SBIC  Program  has  been 
$875  per  job. 

We  have  recently  completed  an  SBIC  job  creation  study  which 
we  will  be  pleased  to  submit  for  the  record. 

Mr.  Parsons.  Mr.  Chairman,  under  your  leadership  and  the  lead- 
ership of  this  committee,  Congress  completely  overhauled  and  im- 
proved the  SBIC  Program  in  late  1992.  SBA  is  now  finalizing  the 
regulations  to  implement  the  new  program.  This  newly  restruc- 
tured  

Chairman  LaFalce.  What  is  your  knowledge  as  to  when  we  will 
be  able  to  get  the  final  regs? 

Mr.  Parsons.  The  status  of  the  regs,  Mr.  Chairman  is  they  are 
drafted,  they  are  awaiting  Administrator  Bowles  review.  He  has 
promised  to  review  them  this  week  and  make  final  decisions  on  a 
few  of  the  provisions,  and  shortly  thereafter,  they  will  be  sent  over 
to  0MB  for  their  approval.  We  would  estimate  that  that  would 
happen  probably  by  mid-June. 

Chairman  LaFalce.  There  is  no  way  we  could  really  get  under 
way  until  next  fiscal  year,  October  1,  is  there? 

Mr.  Parsons.  Right.  Mr.  Chairman,  our  estimate  is  that  with  the 
whole  approval  process,  the  new  regulations  would  really  not  be  in 
effect  until  October  sometime  and,  therefore,  the  $75  million  appro- 
priated for  fiscal  1993  will  not  be  used  and  we  would  support  any 
efforts  needed  to  reprogram  those  funds  because  we  just  won't  use 
them. 

Chairman  LaFalce.  All  right. 

How  are  we  handling  the  bankruptcy  problem? 
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Mr.  Parsons.  We  have  had  several  discussions  with  SBA.  We  are 
working  directly  with  SBA  to  develop  a  compromise  solution  that 
would , 

Chairman  LaFalce.  It  would  require  legislative  action,  wouldn  t 

it? 

Mr.  Parsons.  Pardon? 

Chairman  LaFalce.  Wouldn't  the  compromise  require  legislative 
action? 

Mr.  Parsons.  It  may.  Our  concern  about  the  bankruptcy  provi- 
sion, if  it  is  a  total  elimination  of  bankruptcies,  it  may  make  it  a 
lot  more  difficult  to  raise  capital  with  investors  realizing  that  the 
SBIC's  don't  have  access  to  bankruptcy  protection. 

What  we  are  trying  to  do  is  to  come  up  with  a  compromise  that 
would  still  allow  capital  to  flow  into  our  industry  but  at  the  same 
time  meet  the  concerns  of  SBA. 

Chairman  LaFalce.  Where  did  we  put  that  proviso  with  respect 
to  the  effective  date  of  the  new  program  pending  the  bankruptcy 
changes?  Was  it  in  the  appropriation  bill,  Tom? 

Mr.  Powers.  Yes. 

Chairman  LaFalce.  Was  that  prohibition  valid  for  only  1993 
or 

Mr.  Powers.  It  was  a  limitation  solely  applicable  to  fiscal  year 
1993. 

Chairman  LaFalce.  But  is  it  a  limitation  that  could  be  reim- 
posed  in  the  appropriations  bill  for  fiscal  year  1994?  The  earlier  we 
work  something  out  the  better.  I  want  to  see  this  program  oper- 
ational October  1. 

As  soon  as  you  feel  you  have  something  that  is  acceptable,  bring 
it  in  to  me  and  let's  talk  about  it  and  see  if  Senator  Bumpers  is 
going  to  concur. 

Mr.  Parsons.  Yes.  We  will  do  that.  We  share  your  desire  to  get 
the  program  going  and  we  know  how  important  the  bankruptcy 
provision  is. 

Chairman  LaFalce.  Let's  not  leave  it  to  the  end. 

Mr.  Parsons.  No.  It  is  actively  being  worked  right  now.  We  have 
had  discussions  over  the  past  2  weeks  on  that  specific  issue  and  we 
are  making  progress. 

Chairman  LaFalce.  Please  continue. 

Mr.  Parsons.  As  I  was  mentioning,  Mr.  Chairman,  under  your 
leadership  and  the  leadership  of  this  committee.  Congress  com- 
pletely overhauled  the  SBIC  Program,  and  the  newly  restructured 
SBIC  Program  can  be  a  major  vehicle  to  provide  long-term  patient 
capital.  We  right  now  have  hundreds  of  experienced  top  quality 
venture  groups  poised  to  form  knew  SBIC's.  We  have  private,  insti- 
tutional, and  individual  investors  poised  to  invest  hundreds  of  mil- 
lions of  dollars  in  the  program. 

Demand  for  the  new  program  is  phenomenal.  Based  on  our  con- 
tacts in  the  markets,  we  believe  the  program  will  generate  the  fol- 
lowing level  of  activity  in  the  next  5  years.  We  believe  approxi- 
mately 200  new  SBIC's  will  be  licensed. 

We  estimate  that  those  SBIC's  will  raise  a  total  private  capital  of 
$3  billion  and  will  use  Government  guaranteed  leverage  of  roughly 
$3  billion.  This  will  result  in  total  investments  of  $6  billion  and 
will  create  350,000  permanent  new  jobs. 
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However,  the  new  program  will  only  be  successful  if  it  attracts 
top  quality  venture  managers  and  investment  of  a  meaningful  level 
of  private  capital.  To  achieve  those  two  objectives,  two  things  have 
to  happen:  One,  the  regulations  have  to  be  completed  and  they 
have  to  work;  and  two,  investors  have  to  have  the  confidence  that 
the  Government  is  committed  to  provide  adequate  funding. 

As  I  have  mentioned,  we  have  been  working  with  SBA  to  develop 
the  regulations.  We  are  optimistic  they  will  be  workable  and  that 
they  will  be  ready  shortly. 

As  we  talked  about  the  funding,  we  will  not  need  it  in  1993,  but 
in  1994 

Chairman  LaFalce.  Do  you  think  we  have  enough  in  the  1994 
budget? 

Mr.  Parsons.  That  is  what  I  want  to  get  to.  We  have  looked  at 
what  we  think  the  demands  will  be  in  1994.  That  will  be  a  pivotal 
year  because  it  is  the  first  year  of  the  program.  We  believe  there 
will  be  between  75  and  100  license  applications  during  the  year 
with  average  private  capital  of  $15  million.  We  think  that  roughly 
30  new  SBIC's  will  be  licensed  and  will  invest  $150  million  of  their 
capital. 

Chairman  LaFalce.  How  much  do  they  propose  and  how  much 
do  you  think  we  will  need? 

Mr.  Parsons.  We  need  $150  million  of  the  participating  security 
and  $100  million  of  the  debentures. 

Chairman  LaFalce.  $250  million,  then? 

Mr.  Parsons.  Exactly. 

Chairman  LaFalce.  How  much  have  they  recommended? 

Mr.  Parsons.  The  recommendation  currently  is  $167.7  million 
which  SBA  has  reprogrammed,  depending  on  the  subsidy  rates, 
$135  million  for  the  participating  security  and  roughly  $80  million 
for  the  debenture. 

We  feel  strongly  that  it  needs  to  be  the  numbers  I  just  men- 
tioned for  two  reasons:  One,  it  meets  the  demand;  and  two,  it  is  an 
indication  of  significant  support.  We  don't  feel  we  need  as  much  as 
was  originally  authorized  in  the  legislation  which  was  $250  million 
of  participating  securities  and  $180  million  of  the  traditional  de- 
benture. 

The  primary  reason  we  don't  feel  we  need  the  whole  thing  is, 
with  delays  in  the  regulations  being  drafted,  we  are  looking  at 
funding  flowing  really  in  the  last  6  months  of  the  year.  If  the  pro- 
gram starts  in  October,  it  will  take  time  for  people  to  apply,  to  get 
licensed,  to  take  down  capital  and  so  on,  so  we  are  looking  for  the 
last  6  months  to  be  the  major  time  period  for  taking  down  the  le- 
verage. 

Our  proposal  represents,  depending  on  the  subsidy  rates,  repre- 
sents $10  million  more  than  the  administration's  budget.  The  subsi- 
dy rates  are  moving  around,  so  we  are  between  $5  and  $10  million 
more  depending  on  the  subsidy  rate  used  for  the  participating  new 
security.  Most  important  is  that  appropriation  that  I  just  men- 
tioned, we  believe,  will  create  25,000  permanent  jobs. 

Mr.  Chairman,  the  SBIC  industry  is  highly  sensitive  to  the  need 
for  the  Federal  Government  budget  to  be  reduced  as  a  whole.  This 
sensitivity,  frankly,  has  caused  us  to  recommend  the  absolute  mini- 
mum dollars  we  believe  necessary  to  attract  the  critically  impor- 
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tant  investment  dollars  to  the  SBIC  Program  which  are,  in  turn, 
vested  by  SBIC's  in  rapidly  growing  job  creating  small  companies. 

Appropriating  adequate  dollars  to  the  program  in  the  first  year 
of  the  revitalized  program  is  critical  in  generating  credibility  of  the 
program  among  investors. 

Chairman  LaFalce.  You  are  only  asking  $4  to  $5  million  more 
than  the  administration  requested. 

Mr.  Parsons.  Depending  on  the  subsidy  rate,  anywhere  from  $5 
to  $10  million  more,  yes. 

Originally,  the  subsidy  on  the  participating  securities  was  10  per- 
cent, we  have  recently  learned  that  that  may  have  increased  it  to 
14  percent.  We  don't  agree  with  it.  We  want  to  get  into  the  details, 
but  we  have  not  been  able  to  get  copies  of  the  most  recent  analysis. 

Chairman  LaFalce.  Would  you  provide  me  with  the  information, 
too,  because  I  want  to  make  sure  that  this  program  gets  off  the 
ground  right. 

Mr.  Parsons.  We  appreciate  that  support. 

Chairman  LaFalce.  I  have  a  vested  interest  in  this,  as  I  did  in 
the  other  program,  the  503  and  504  Programs,  and  I  want  to  make 
sure  the  new  participating  security  program  gets  off  the  ground. 

Mr.  Parsons.  Appreciate  your  support,  Mr.  Chairman. 

Chairman  LaFalce.  Let's  go  on. 

[Mr.  Parsons'  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Ms.  Janet  Steele  HoUoway,  President  of  the 
National  Association  of  Small  Business  Development  Centers. 

TESTIMONY  OF  JANET  STEELE  HOLLOW  AY,  PRESIDENT,  NATION- 
AL ASSOCIATION  OF  SMALL  BUSINESS  DEVELOPMENT  CEN- 
TERS, AND  STATE  DIRECTOR,  KENTUCKY  SMALL  BUSINESS  DE- 
VELOPMENT  CENTER 

Ms.  Hollow  AY.  Thank  you,  Mr.  Chairman.  I  appreciate  the  op- 
portunity to  present  to  you  some  of  the  impact  and  economic  re- 
sults of  the  National  Small  Business  Development  Center  Program. 

Currently,  I  am  State  director  of  the  Kentucky  Small  Business 
Development  Center  Program.  Before  that,  I  was  director  of  the 
New  Jersey  Program  and  serve  currently  as  the  national  president 
of  the  Association  of  SBDC's.  I  will  summarize  my  remarks  and  ask 
that  the  entire  statement  be  entered  into  the  record. 

Chairman  LaFalce.  So  ordered. 

Ms.  Hollow  AY.  I  would  like  to  begin  by  thanking  you  and  your 
colleague,  Neal  Smith,  for  your  continued  support  of  the  SBDC  Pro- 
gram. Your  leadership  and  support  over  the  years  has  enabled 
nearly  3.5  million  aspiring  and  established  entrepreneurs  to  have 
access  to  the  information,  education,  and  advice  about  starting, 
growing  and  managing  a  successful  business.  This  has  contributed 
enormously  to  the  economic  stability  of  families  and  communities 
across  this  country. 

Your  recent  support  of  the  SBDC  Program  and  willingness  to 
communicate  such  to  a  new  administration  demonstrates  the  seri- 
ousness and  dedication  of  yourself  and  Congressman  Smith  to  the 
small  business  community. 
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On  behalf  of  those  working  in  the  SBDC  Program  and  millions  of 
small  businesses  that  have  benefited,  I  would  like  to  thank  you  for 
your  support. 

Since  1977,  Mr.  Chairman,  SBDC's  have  provided  free  direct 
counseling  to  over  1,250,000  aspiring  and  established  entrepreneurs 
in  this  country. 

Chairman  LaFalce.  Ms.  HoUoway,  I  think  the  SBDC  Program 
has  been  an  outstanding  program  and  promises  to  be  an  outstand- 
ing program  in  the  future  with  appropriate  support.  If  you  don't 
mind,  I  am  going  to  ask  you  to  come  to  the  conclusion  of  your  re- 
marks. What  is  the  bottom  line? 

Ms.  Hollow  AY.  The  bottom  line  is,  I  would  like  to  talk  about  the 
demand  for  SBDC  services  if  I  may. 

The  demand  for  services  continues  to  grow,  as  Mr.  Shattuck  has 
also  pointed  out.  The  downsizing  of  many  corporations  has  resulted 
in  a  surge  of  demand  for  those  wishing  to  start  a  second  career  in 
small  business.  Women  entering  the  work  force  in  record  numbers 
are  interested  in  starting  small  businesses  and  they  represent 
about  30  to  40  percent  of  our  client  base  today. 

H.R.  820,  which  passed  the  House  last  week  and  supports  tech- 
nology development  extension,  will  generate  increased  demands  for 
business  development  assistance  as  new  technology  and  processes 
are  introduced  in  the  manufacturing  sector.  I  think  it  is  very  clear 
that  just  by  introducing  new  technology  or  new  processes  alone  will 
not  make  a  business  adequately  different.  They  have  to  address  the 
financing,  marketing  and  structuring  of  that  business  and  the 
changes  that  will  be  resulting. 

Most  people  hear  of  the  services  from  local  referral  sources  such 
as  banli  and  chambers  of  commerce  and  other  local  resources. 
SBDC's  seldom  advertise  services.  If  we  did,  we  would  be  over- 
whelmed with  demand  and  we  could  not,  we  would  raise  expecta- 
tions in  a  way  that  we  could  not  meet  those  expectations. 

I  think,  given  the  proven  positive  results  of  the  SBDC  Program, 
you  would  agree  that  most  people  and  more  people  should  have 
access  to  business  development  services  that  can  help  us  create 
more  jobs  and  build  stronger  economies. 

As  Mr.  Carroll  pointed  out  in  his  testimony 

Chairman  LaFalce.  You  have  done  a  terrific  job.  You  have  just 
done  a  job  for  40  women  in  my  district  who  want  to  buy  a  plant. 
We  have  a  65-year-old  individual  who  wants  to  sell  and  go  south. 
They  couldn't  get  a  bank  loan.  They  got  the  SBDC  on  it  together, 
they  put  together  a  business  package,  shopped  around  for  a  bank, 
and  were  able  to  get  it  with  the  SBA  guarantee. 

They  are  waiting  to  close  and  that  is  for  the  Senate  to  act  on  the 
new  money.  We  wouldn't  act  without  SBDC.  It  is  a  classic  case;  no 
question  about  it.  Happens  all  the  time. 

Ms.  Hollow  AY.  Thank  you,  Mr.  Chairman. 

Chairman  LaFalce.  What  is  your  bottom  line  on  the  money? 

Ms.  HoLLOWAY.  We  would  like  to  propose  that  the  committee 
consider  raising  the  authorization  level  of  the  SBDC  Program  to 
$150  million  in  the  coming  year. 
Chairman  LaFalce.  What  is  the  current  authorization? 
Mr.  Powers.  It  is  $67  million  in  appropriated  money. 
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Ms.  HoLLOWAY.  We  could  certainly  look  at  increasing  that  over 
time,  sir,  and  I  would  like  to  see  an  additional  $25  million  in  the 
coming  year,  that  would  be  extremely  helpful  and  enable  us  not 
only  to  respond  to  the  businesses  that  are  participating  in  the  ex- 
tension program,  but 

Chairman  LaFalce.  Do  you  have  data  with  respect  to  women- 
owned  businesses? 

Ms.  Hollow  AY.  Yes. 

Chairman  LaFalce.  Minority  businesses? 

Ms.  Hollow  AY.  Yes. 

Chairman  LaFalce.  Technology? 

Ms.  HoLLOWAY.  Yes,  sir. 

Chairman  LaFalce,  International  trade? 

Ms.  Hollow  AY.  Yes. 

Chairman  LaFalce.  OK,  good. 

Ms.  Hollo  WAY.  Manufacturers  represent  about  11  percent  of  our 
client  base;  women  represent  30  to  40  percent;  minorities  represent 
about  23  percent  of  those  using  the  SBDC  services. 

Chairman  LaFalce.  Very  good.  Thank  you  very  much. 

[Ms.  HoUoway's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Ladies  and  gentlemen,  thank  you  very,  very 
much  for  your  testimony.  It  has  been  very,  very  helpful. 

Mr.  Shattuck.  Thank  you,  Mr.  Chairman. 

Mr.  Parsons.  Thank  you,  Mr.  Chairman. 

[Whereupon,  at  12:15  p.m.,  the  subcommittee  was  adjourned.] 
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OPENING  STATEMENT  OF 

JOHN  J.  LaFALCE,  CHAIRMAN 

COMMITTEE  ON  SMALL  BUSINESS 

HEARING  ON  SBA' S  BUDGET  PRIORITIES 

MAY  19,  1993 

Today  the  Committee  is  meeting  to  consider  the 
Administration's  programs  and  policies  as  embodied  in  the  1994 
budget  request  for  the  Small  Business  Administration. 

I  am  extremely  pleased  to  welcome  before  the  Committee  the 
new  Administrator  of  the  Small  Business  Adrainistration,  the 
Honorable  Erskine  Bowles.   We  are  pleased  to  have  him  appear 
before  us  exactly  one  week  to  the  day  of  his  having  been  sworn  in 
as  the  18th  Administrator  of  the  SBA. 

Mr.  Administrator,  let  me  say  at  the  outset  that  I  look 
forward  to  working  with  you.   With  your  business  background  as  an 
investment  banker,  you  will,  I  hope,  lend  a  new  perspective  to 
the  formulation  and  administration  of  policies  in  your  agency. 

For  the  past  six  years,  the  agency  has  been  administered  by 
political  candidates  who  were  defeated  for  other  offices.   They 
were  good  people,  but  basically  had  no  experience  in  the  business 
world  and  oftentimes  could  not  fully  respond  to  the  needs  of  the 
small  business  community. 

This  is  a  critical  time  for  small  business.   President 
Clinton  has  made  it  clear  that  his  program  to  stimulate  the 
economy  and  create  new  jobs  will  rely  heavily  on  the  growth 
potential  inherent  in  the  small  business  community.   At  long  last 
we  have  an  Administration  which  recognizes  the  catalytic  effect 
that  small  business  can  have  on  our  economy. 

But  if  we  are  to  rely  so  heavily  on  the  potential  of  the 
small  business  community,  we  must  meet  its  needs.   If  we  fail  to 
do  so,  it  is  not  just  small  business,  but  our  economy  at  large 
which  will  suffer. 

The  demands  upon  the  SBA  and  its  programs  continue  to  grow. 
Your  constituency  is  seeking  additional  financial  assistance. 
Yet  your  major  financial  program,  the  7(a)  loan  program  guarantee 
program,  has  been  closed  and  will  remain  closed  pending  enactment 
of  a  supplemental  appropriation.   Fortunately,  in  this  regard, 
the  House  of  Representatives  is  scheduled  to  take  up  just  such  a 
measure  this  week,  H.R.  2118,  which  would  provide  $181  million  in 
order  to  support  additional  loan  guarantees  this  year  of  $3.3 
billion,  an  amount  which  should  see  the  program  through  the  end 
of  this  fiscal  year.   The  7(a)  program  has  been  the  sole  safety 
valve  for  small  businesses  during  the  credit  crunch  and  must 
continue  to  be  available  to  play  that  role. 
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In  addition  to  the  7(a)  program,  however,  others  in  your 
constituency  are  also  requesting  more  support  in  the  procurement 
area,  increases  in  management  and  technical  assistance, 
development  of  minority  small  business  and  a  myriad  of  other 
programs . 

While  the  demand  for  SBA  services  continues  to  grow,  there 
is  another  demand  we  must  confront  -  -  to  reduce  the  federal 
deficit.   Thus,  I  understand  that  it  would  be  extremely  difficult 
for  the  agency  to  receive  an  increase  in  either  money  or 
personnel  beyond  the  current  base.   In  fact,  cuts  may  be  in 
order.   However,  it  is  my  highest  hope  --  and  fairness  demands  -- 
that  other  programs  and  agencies  be  equally  included  in  any  such 
deficit  reductions.   The  Small  Business  Administration  cannot  be 
expected  to  bear  a  disproportionate  burden  in  balancing  the 
Federal  budget  through  reductions  in  its  programs. 

Furthermore,  we  must  look  at  the  bigger  picture.   Were 
deficit  reduction  our  only  goal,  the  response  would  be  simple. 
But  it  is  not.   The  Administration  is  also  seeking  to  stimulate 
the  economy  --  spur  investment,  enhance  community  development, 
and  create  new  jobs.   We  need  more,  not  less,  small  business 
development  and  growth  to  achieve  those  objectives.   Any 
draconian  cuts  in  the  small  business  programs  that  have  been  key 
sources  of  capital  for  credit -starved  small  business  will  fly  in 
the  face  of  the  President's  efforts  to  end  the  credit  crunch. 

We  must  strike  an  appropriate  balance.   If  the  SBA  were  to 
be  eliminated,  the  savings  would  certainly  make  a  significant 
contribution  to  deficit  reduction.   But  we  would  aggravate,  not 
solve,  our  economic  problems.   Everyone  recognizes  the  importance 
of  small  business  to  our  economy,  to  job  creation,  and  to  tax 
revenue.   This  understanding  must  be  reflected  in  the  size  of 
appropriations  requested  for  the  Small  Business  Administration. 

Mr.  Administrator,  we  want  to  work  with  you  to  get  our 
economy  rolling.   We  believe  that  it  can  and  should  be  done 
through  small  businesses  and,  with  your  guidance,  through  the 
SBA. 

Do  other  Members  have  opening  remarks? 
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STATEMENT  OF  REPRESENTATIVE  JAN  MEYERS 

ADMINISTRATOR  BOWLES  PRESENTS  SBA  FY  94  BUDGET  REQUEST 

COMMITTEE  ON  SMALL  BUSINESS 

U.S.  HOUSE  OF  REPRESENTATIVES 

MAY  19,  1993 


Mr.  Chairman,  thank  you  for  asking  our  new  Administrator, 
Erskine  Bowles,  to  come  before  the  Committee  and  testify  on  the 
SBA's  FY  94  budget  request.  I  think  it's  fair  to  say  that  Mr. 
Bowles  has  had  a  whirlwind  one  and  one-half  weeks  on  the  job, 
having  crossed  paths  with  him  a  few  times  last  week  during  the 
Small  Business  Week  activities.  Now,  he's  here  to  explain  and 
defend  his  agency's  budget  request,  as  well  as  discuss  any  overall 
goals  he  has  developed  for  the  SBA.  Frankly,  I  think  he  deserves 
our  admiration  for  the  way  he  has  "hit  the  ground  running"  in  his 
new  position,  and  I  look  forward  to  working  with  him. 

Mr.  Chairman,  I  must  say,  having  looked  over  the  summary 
of  the  SBA's  proposal  and  spent  some  time  yesterday  with  Mr. 
Rosenbaum  trying  to  decipher  the  SBA  budget,  that  there  has  to 
be  a  bi^er  way  to  present  this  information.  If  Members  don't 
understand  the  budget  proposals,  we  certainly  can't  defend  them- 
not  to  the  Appropriations  Committee,  or  to  the  Rotary  Club  back 
home.  We  need  what  I  call  a  "kindergarten"  explanation  of  this 
budget,  and  I  would  respectfully  suggest  to  Administrator  Bowles 
that  this  be  one  of  his  goals--to  put  the  SBA  budget  in  simple, 
easily  understood  terms.  Once  we  clearly  understand  what  has 
been  spent  in  the  past,  and  what  is  being  requested  for  the  future, 
we  can  have  a  meaningful  discussion  on  the  policy  changes  the 
Administration  proposes  for  certain  SBA  programs. 

Some  of  these  proposals,  most  notably  the  decrease  in  the 
guarantee  level  for  the  7(a)  program,  have  been  part  of  other 
Administrations'  budget  request  for  the  SBA.   Others  may  not  be 
as  familiar  to  Members.  This  hearing  is  the  beginning  of  what  I 
hope  will  be  an  extensive  dialogue  on  SBA  programs,  their 
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function  and  funding  levels. 

While  our  Administrator  has  been  on  the  job  a  grand  total  of 
about  8  days,  I  hope  that  today,  or  in  the  near  future,  this 
Committee  can  have  an  opportunity  to  discuss  some  long-term 
goals  for  the  agency  with  Mr.  Bowles.  Many  of  us  are  very 
impressed  with  your  background  in  small  business  flnance  and 
look  forward  to  hearing  your  suggestions  for  making  the  SBA 
function  more  efficiently,  providing  maximum  assistance  to  our 
nation's  small  business  owners. 

Administrator  Bowles,  thank  you  very  much  for  being  here 
today.  I  look  forward  to  your  testimony. 
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OPENING  STATEMENT  OF 

CONGRESSMAN  BILL  ZELIFF  (R-NH) 

Small  Business  Committee 

May  19,  1993 

Mr.  Chairman  thank  you  for  calling  today's 
hearing  about  the  Small  Business 
Administration's  budget  request.    I  would 
also  like  to  congratulate  Administrator  Bowles 
for  his  recent  appointment  as  head  of  the 
Small  Business  Administration. 

As  a  businessman,  Administrator  Bowles  is 
well  aware  of  the  importance  of  small 
businesses  to  our  economy  and  recognizes  the 
difficulties  they  often  encounter. 
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My  home  state  of  New  Hampshire  is  still 
suffering  from  the  effects  of  a  very  difficult 
economic  environment.    New  Hampshire  and 
this  nation  are  suffering  from  over  regulation 
and  the  credit  crunch  which  is  jeopardizing 
our  ability  to  create  jobs.    As  the  owner  of 
three  small  businesses,  I  hope  we  can  work 
together  and  find  a  cure  for  this  critical 
problem. 

I  know  that  with  Mr.  Bowles  background 
he  will  be  able  to  provide  strong  leadership 
for  the  Small  Business  Administration  and  his 
experience  will  be  a  valuable  asset  to  the 
small  business  community. 
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I  look  forward  to  today's  testimony  and 
hope  he  will  discuss  these  important  issues 
effecting  our  small  businesses. 
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STATEMENT  BY  CONGRESSMAN  JIM  RAMSTAD 

BEFORE  THE  HOUSE  SMALL  BUSINESS  COMMITTEE 

May  19,  1993 

HEARING  ON  THE  SBA'S  BUDGET  REQUEST  WITH  ADMINISTRATOR  BOWLES 

Mr.  Chairman,  I  am  pleased  to  welcome  Erskine  B.  Bowles,  the  new  Administrator  of  the 
Small  Business  Administration  (SBA),  to  the  House  Small  Business  Committee  today  to 
discuss  the  SBA's  budget  request  for  fiscal  year  1994. 

While  I  have  not  met  Mr.  Bowles  personally,  his  background  certainly  appears  to  give  him  a 
unique  appreciation  for  the  role  of  small  businesses  in  our  economy  and  the  hands-on 
experience  with  small  businesses  and  small  business  start-ups  to  provide  the  leadership  we 
need  at  the  SBA. 

As  a  member  of  both  the  Small  Business  and  Joint  Economic  Committees,  I  am  keenly 
aware  of  the  importance  of  small  businesses  to  our  economy  -  and  the  numerous  problems 
they  have  faced  in  recent  years. 

Whether  it's  the  credit  crunch,  or  burdensome  government  regulations,  or  onerous  tax  rates 
and  a  confusing  tax  code,  our  small  businesses  are  increasingly  burdened  by  the  effects  of 
wrong-headed  government  actions. 

Small  businesses,  as  we  all  know,  are  the  real  engine  of  job  growth  in  our  economy.   In 
recent  years,  85  %  of  all  new  jobs  in  this  country  were  created  by  small  businesses,  and  in 
fact  between  1988  and  1990,  small  businesses  created  all  of  the  net  new  jobs  in  this  country, 
according  to  the  SBA's  Office  of  Advocacy. 

While  I  understand  today's  discussion  primarily  centers  around  the  SBA's  budget,  I  would 
like  to  take  this  opportunity  to  address  several  pressing  concerns  to  small  businesses  with  the 
new  Administrator. 

Unfortunately,  all  too  many  government  policies  stifle  the  entrepreneurial,  job  creating 
sector  of  our  economy  and  dampen  the  ability  of  small  businesses  to  do  what  they  do  best 
~  create  jobs.   We've  all  heard  the  chilling  statistic  -  there  have  already  been  some  27,000 
pages  of  regulations  published  in  the  Federal  Register  already  this  year. 

And  most  economists  agree,  President  Clinton's  proposal  to  transfer  $328  billion  from  the 
productive,  private  sector  to  the  federal  government  through  the  largest  tax  increase  in 
history  will  certainly  constrict  economic  growth  and  reduce  the  availability  of  capital.    At  a 
time  of  economic  sluggishness,  it  is  clear  that  enacting  the  largest  tax  increase  in  American 
history  will  have  dire  consequences  for  the  jobs-producing,  small  business  sector  of  our 
economy. 

Administrator  Bowles,  as  a  former  venture  capitalist,  must  realize  the  harmful  consequences 
of  such  a  tax  increase  —  and  the  positive  impact  the  capital  gains  tax  reduction  had  in  1978 
and  the  positive  consequences  it  would  have  now  in  freeing  up  badly-needed  capital  for  our 
small  businesses. 

While  I  understand  he  is  constrained,  I  certainly  hope  he  strongly  considers  the  devastating 
consequences  of  harmful  actions  like  these  and  serves  as  a  forceful  advocate  for  the  genuine 
needs  -  like  reducing  the  regulatory  and  tax  burden  ~  of  the  small  businesses  of  our 
country. 

Mr.  Chairman,  I  look  forward  to  reviewing  the  SBA's  budget  request  with  Administrator 
Bowles,  and  trust  that  his  experience  will  give  him  the  tools  and  experience  to  allow  the 
SBA  to  provide  assistance  to  the  small  businesses  of  this  country  in  an  efficient  manner. 
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OPENING  STATEMENT  OF  RONALD  K.  MACHTLEY 

COMMITTEE  ON  SMALL  BUSINESS 

HEARING  ON  THE  SMALL  BUSINESS  ADMINISTRATION'S  BUDGET 

MAY  19,  1993 

Thank  you,  Mr.  Chairman.   And  thank  you,  Administrator 
Bowles,  for  agreeing  to  come  here  today  to  testify  on  the  Small 
Business  Administration's  budget. 

The  Clinton  Administration  has  outlined  numerous  initiatives 
that  are  intended  to  help  small  businesses.   Indeed,  with  88 
percent  of  all  registered  companies  classified  as  small 
businesses,  it  is  clear  that  we  must  focus  on  helping  them  stay 
competitive  in  an  ever  changing  market. 

Let  me  state  first  off  that  I  am  a  strong  supporter  of 
numerous  SEA  initiatives  that  are  designed  to  provide  small 
businesses  with  management  and  technical  assistance,  and  to 
assist  these  businesses  in  acquiring  much-needed  capital  in  order 
to  expand  operations  or  enhance  research  and  development  efforts. 

Given  the  ongoing  credit  crunch  throughout  New  England,  and 
in  many  other  parts  of  the  country,  it  is  important  that  small 
businesses  have  alternatives  to  traditional  lending 
opportunities.   I  find  this  especially  true  in  my  state  of  Rhode 
Island  which,  according  to  the  SBA  publication  "The  State  of 
Small  Business:  1992,"  is  ranked  number  1  throughout  the  nation 
in  small  business  failures.   The  SBA  7(a)  program  was 
specifically  designed  to  encourage  banks  to  lend  to  more  "risky" 
businesses.   This  program  has  helped  provide  hundreds  of  Rhode 
Island  entrepreneurs  with  the  capital  needed  to  start  and  stay  in 
business.   In  1993,  the  Rhode  Island  SBA  office  has  already 
handled  over  80  loans  worth  almost  $19  million.   So,  as  you  can 
see,  the  SBA  plays  a  major  role  in  lending  money  to  needy  Rhode 
Island  businesses. 

Given  Rhode  Island's  close  relationship  with  the  defense 
industry,  government  procurement  provides  many  other  businesses 
with  their  means  for  survival.   This  does  not  just  include  large 
companies.   According  to  a  report  by  the  Rhode  Island  Defense 
Economic  Adjustment  Project,  most  defense-related  companies  in 
Rhode  Island  are  small,  having  no  more  than  10  full-time 
employees  and  annual  revenues  of  less  than  $5  million.   I  am, 
therefore,  very  interested  in  hearing  any  comments  you  might  have 
on  SBA  initiatives  to  assist  small  businesses  with  government 
contracting. 

I  am  also  interested  in  hearing  about  SBA's  proposed  changes 
to  it's  Disaster  Loan  Program.   In  the  past,  Rhode  Island  has 
suffered  from  numerous  natural  disasters  which  have  left  many 
small  businesses  nearly  crippled.   The  businesses  in  my  state 
have  found  SBA's  Economic  Injury  Loan  Program  extremely  helpful 
in  getting  them  back  on  track. 


82 


Most  recently,  the  Federal  Emergency  Management  Agency 
awarded  roughly  $1  million  to  the  city  of  Pawtucket  to  help  the 
city  cover  costs  incurred  due  to  the  contamination  of  Pawtucket 's 
aging  water  system  which  left  residents  and  businesses  without 
safe,  drinkable  water  for  over  two  months.   The  SBA  was 
instrumental  in  assisting  small  businesses  in  filling  out  their 
applications  for  emergency  loan  assistance. 

I  am  also  impressed  with  Rhode  Island's  Small  Business 
Development  Center  Program  (RISBDC)  which  is  operated  out  of 
Bryant  College  in  Smithfield.   This  program,  administered  with 
SBA  funds  and  supplemented  with  state  and  private  contributions, 
provides  low-cost  training  and  one-on-one  consulting  on  a  variety 
of  business  topics.  In  addition,  RISBDC  provides  procurement 
assistance  to  help  companies  sell  goods  and  services  to  the 
federal  government  as  well  as  assisting  businesses  in  development 
of  R&D  proposals  for  submission  under  the  Small  Business 
Innovation  Research  Program.   Most  notably,  RISBDC  runs  a  highly 
successful  Entrepreneurship  Training  Program  which  helps  assist 
displaced  workers  in  developing  new  businesses.   With  the  eminent 
defense  drawdown,  RISBDC  is  also  working  closely  with  the  Rhode 
Island  Department  of  Economic  Development  and  other  parties  to 
develop  a  smoother  transition  from  a  defense  to  civilian  economy. 

In  the  coming  months,  our  committee  will  be  presented  with 
the  task  of  passing  legislation  to  keep  the  SBA  in  business.  I 
look  forward  to  hearing  your  the  Administrator's  testimony  and 
discussing  the  proposed  SBA  budget  for  1994. 

Thank  you,  Mr.  Bowles,  for  coming  to  our  committee  today  to 
discuss  the  SBA's  initiatives  designed  to  help  small  business.   I 
look  forward  to  hearing  your  testimony. 
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Opening  Statement  of  Congresswoman  Eva  Clayton 

Committee  on  Small  Business 

May  19,  1993 

I  am  very  happy  today  to  liave  the  opportunity  to  hear  the 
testimony  of  Mr.  Erskine  B.  Bowles,  a  fellow  North  Carolinian, 
and  the  new  Administrator  of  the  Small  Business  Administration. 

Small  businesses  are  the  backbone  of  this  country.    I  believe 
that  we  will  not  see  any  improvement  in  the  national  economy 
until  the  small  businesses  in  America  are  prospering  again. 

As  a  fellow  North  Carolinian,  I  know  that  Mr.  Bowles  must 
be,  as  I  am,  especially  interested  in  rural  development  and  in 
strengthening  our  rural  economy.    Small  communities  across  my 
district  and  across  the  country  have  played  a  very  large  role  in 
our  nation's  economic  development  and  in  deOning  our  national 
character.    Now  these  communities  are  threatened  because  of  the 
lack  of  well-paying  jobs  and  it  is  becoming  increasingly  harder 
for  the  citizens  of  small  communities  to  find  employment. 
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I  am  looking  forward  to  discussing  with  Mr.  Bowles  his 
plans  for  minority  small  business  programs.    I  would  like  to 
encourage  him  to  ensure  diversity  in  the  various  management  and 
senior  positions  within  the  national  and  regional  Small  Business 
Administration  offices. 

I  am  committed  to  working  to  improve  our  rural  economy 
and  the  status  of  small  businesses.  I  look  forward  to  discussing 
with  Mr.  Bowles  how  he  proposes  to  keep  small  businesses,  and 
smaU  town  America  alive. 
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Hearing  with  Erskine  B.  Bowles,  May  19 
Congressman  Walter  R.  Tucker,  HI 


IT  IS  A  PLEASURE  FOR  ME  TO  BE  HERE  TO  LISTEN 
TO  THE  TESTIMONY  OF  MR.  ERSKINE  BOWLES,  THE 
NEW  ADMINISTRATOR  OF  THE  SMALL  BUSINESS 
ADMINISTRATION.  TODAY  THE  SMALL  BUSINESS 
COMMUNITY  IS  FINDING  IT  MORE  AND  MORE 
DIFFICULT  TO  GET  THE  CAPITAL  IT  NEEDS  TO 
OPERATE  AND  EXPAND.  MINORITY  BUSINESSES 
SEEM  TO  FIND  IT  EVEN  HARDER  TO  GET  THE 
LOANS  THEY  NEED  THROUGH  THE  SBA.  I  WILL  BE 
LISTENING  INTENTLY  TO  WHAT  YOU  HAVE  TO 
TELL  US  REGARDING  THE  ADMINISTRATION'S 
PLANS  FOR  MAKING  THE  SBA  A  TRUE  PARTNER  OF 
SMALL  BUSINESS.  I  THANK  YOU  AND  MR. 
LAWRENCE  ROSENBAUM  FOR  COMING  HERE 
TODAY  AND  THANK  YOU  MR.  CHAIRMAN. 
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eiin     "v^i*y     liajajay     "to     lia."v^     t>^for*^     vis     "tlrx^ 
newly     BLjpjpo±xx±eK5L     .A.dmlrxls'tz*Et'toz*     of     "tlie 
Smeill     Svisixxess     .A.dxninls'tx'a.'tion ,      A/Ii? . 
Sx^slcixie     Bovs^les  . 

.A.S     we     all     -very     -well     Itno-w ,      tine     smcill 
l3tj.sin.^ss     s^ctoz*     is     "tln.^     l3eLckl3C3xie     of     oxxic 
eiillxis     economy.  rFln^     Px'^siclen't     lna.s 

nriEtde  'vex'y  cleeix*  ttxeLt  tlie  smeLll  lauLsiness 
coixim-ianity  mvis't  x>lc-y  o-  "vital  r»ol^  if  w^ 
ax*e     to     sol-ve     oxxr*     econoxnic     i>x*oT3lenns  . 

I     a.xn     -vex-y     a.n3clo\is     to     laeakx*     R^r* .      Bowles 
ovxtloolc     for*     tlae     fxitxare     of     tlxe     SB  .A.     as 
vsrell     a.s     liis     x^l^ins     to     siJLsta.in     and 
enliance     e^cistin^     l>x*ogx*a.ms     witlnixi     tlie 
Sma.ll      iDxisiness      .A.dminJ.stzra.tioxi .  VV^e      a.11 
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Icnow     t±x&     ppolDlems     fetclne     "tlrxe     7Ca-> 
I>r*ogr*eim     -vvlilcJti     lnop»eftJ.lly     -will     too 

tiln.^     suLx^pl^m^n.'tELl     BL-jp-]pico-]E>x^±BL-t±oxx^     "bill . 

eLtoovil:     youix*     ou.'tlc^olc     ox^     ^rxlrxa-xicixxs 
^3cist:in.s     nnlxxox'l'ty     otJ.1:r>^a.cla     px*osx*eLnns 
-tlrxcLt:      -w^ll      {^>r^      skxiglII     sirxd      diseLd'vetn'ta.s^d 
tsvLsin^ss^s     BLTi.     ojppcsx^'t'u.xxl'ty     "to     sz*o'w , 
sp»ecif  icaLlly ,      "tine     8(eL>      ppos^^^i^'^  • 

Mx* .      Bowles,      once     bls^^^^^     I     am     -vei^-y 
InajjI^y     -to     tia-v^     you.     •testify     "b^fox*^     -tlnis 
commi-t-tee    ein.d     I     lools:    for»-weir»d    -to     lneax*ins 
yovir*    -tes-timon-y .         In    -tlrxe    ixx-ter*es-t    of    -ticne 
-tlois    will    corxclu.de    xxiy    op>exxins    s-ta.-temen.'t . 
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STATEMENT  FOR 

CONGRESSMAN  FLOYD  H.  FLAKE 

BEFORE  THE  COMMITTEE  ON  SMALL  BUSINESS 

BUDGET  REQUEST 

MAY  19,  1993 


GOOD  MORNING  MR.  CHAIRMAN  AND  MEMBERS  OF  THE  SMALL  BUSINESS 
COMMITTEE.  I  WELCOME  OUR  WITNESS,  THE  ADMINISTRATOR  OF  THE  SMALL 
BUSINESS  ADMINISTRATION,  MR.  BOWLES  AND  THANK  HIM  FOR  THE  TESTIMONY 
HE  WILL  PROVIDE. 

AS  WE  CONTINUE  OUR  DISCUSSIONS  ABOUT  THE  IMPORTANCE  OF  THE 
SMALL  BUSINESS  SECTOR  IN  CREATING  JOBS  AND  SPURRING  GROWTH,  WE  MUST 
BE  PREPARED  TO  REFLECT  THAT  THROUGH  THE  SBA  BUDGET.  MOREOVER, 
PROGRAMS  MUST  BE  IMPLEMENTED  EFFICIENTLY  SO  THAT  ALL  FUNDS  ARE 
UTILIZED  IN  THE  MOST  APPROPRIATE  AND  EFFECTIVE  WAY  POSSIBLE.  IN 
SO  DOING,  IT  WOULD  BE  INAPPROPRIATE  TO  UNNECESSARILY  HARM  EXISTING 
PROGRAMS  THAT  HAVE  PROVEN  SUCCESSFUL. 

IT  IS  CLEAR  THAT  WE  MUST  MAKE  AN  EARNEST  EFFORT  TO  REDUCE  THE 
DEFICIT,  HOWEVER,  WE  MUST  ALSO  ENSURE  THAT  ECONOMY  STIMULATING 
PROGRAMS  ARE  NOT  UNDULY  HARMED.  THIS  ISSUE  IS  CRUCIAL  FOR  THE 
AMERICAN  ECONOMY,  OUR  DISPLACED  WORKERS  AND  FAMILIES  THROUGHOUT  THE 
UNITED  STATES.  WITH  THAT  IN  MIND,  I  AWAIT  THE  TESTIMONY  OF  MR. 
BOWLES'  SO  THAT  HE  CAN  ILLUMINATE  THE  PRIORITIES  OF  THE  SMALL 
BUSINESS  ADMINISTRATION  AND  HOW  THE  SBA  REACHED  ITS  CONCLUSIONS  AS 
TO  THE  MOST  APPROPRIATE  PATH  FOR  THE  SMALL  BUSINESS  COMMUNITY. 

AGAIN,  I  WELCOME  OUR  WITNESS,  MR.  ERSKINE  B.  BOWLES,  AND  THANK 
HIM  FOR  THE  TESTIMONY  HE  WILL  PROVIDE. 

bstalS 
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STATEMENT  OF  CONGRESSMAN  SAM  JOHNSON 

COMMITTEE  ON  SMALL  BUSINESS 

MAY  19.  1993 

THANK  YOU  MR.  CHAIRMAN,  AND  THANK  YOU,  MR. 
BOWLES,  FOR  YOUR  PARTICIPATION  IN  THIS  HEARING 
TODAY. 

AS  WE  ADDRESS  REAUTHORIZING  THE  SMALL  BUSINESS 
ADMINISTRATION,  WE  MUST  CONCENTRATE  ON  GETTING 
THE  MOST  BANG  FOR  THE  BUCK.    THIS  MEANS 
STREAMLINING  ADMINISTRATIVE  COSTS,  WITHOUT 
JEOPARDIZING  THE  QUALITY  OF  LOAN  SERVICES  TO 
AMERICAN  SMALL  BUSINESSES. 

I'VE  LOOKED  OVER  THE  SBA'S  FY  1994  BUDGET  BRIEFING, 
AND  I  RECOGNIZE  SOME  OF  THIS.    THE  PROPOSAL 
SUGGESTS  A  4%  REDUCTION  IN  FULL  TIME  EMPLOYEES 
OVER  THE  NEXT  THREE  YEARS  AND  A  14%  REDUCTION  IN 
ADMINISTRATIVE  EXPENSES  OVER  THE  NEXT  FIVE  YEARS. 
I  THINK  WE'RE  ON  THE  RIGHT  TRACK  HERE. 
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I  DO  HAVE  SOME  CONCERNS,  HOWEVER,  OVER  THE 
FUNDING  LEVELS  FOR  SOME  OF  THE  SBA'S  PROGRAMS. 
FIRST,  I  QUESTION  THE  NEED  TO  SPEND  $16  MILLION 
DOLLARS  ON  A  TREE  PLANTING  INITIATIVE.    ALTHOUGH  I 
RECOGNIZE  THE  GOODWILL  THAT  THIS  PROGRAM 
FOSTERS,  I'M  NOT  CONVINCED  THAT  IT  SHOULD  BE  THE 
SEA'S  RESPONSIBILITY. 

SECOND,  I'M  CONCERNED  THAT  THE  SBA  HAS  REQUESTED 
$2.5  MILLION  DOLLARS  FOR  A  WHITE  HOUSE  CONFERENCE. 
TODAY,  IN  MY  DISTRICT,  THEY'RE  TELLING  SMALL 
BUSINESSES  THAT  THEY'RE  BROKE  AND  CAN'T  FINANCE 
THEIR  LOANS. 

I  HOPE  THAT  THIS  COMMITTEE  CAN  PUT  PARTISAN 
POLITICS  ASIDE  AND  REALLY  WORK  TOGETHER  ON  THE 
SBA'S  BUDGET  AUTHORITY.    KEEPING  OUR  CURRENT 
ECONOMIC  SITUATION  IN  MIND,  I  CHALLENGE  THIS 
COMMITTEE  TO  PRIORITIZE  THE  SBA'S  REQUESTS  TO 
ENABLE  US  TO  BALANCE  THE  BUDGET,  WHICH  WE  ALL 
KNOW  IS  BEST  FOR  AMERICAN  SMALL  BUSINESSES. 
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OPENING  REMARKS  BY 

CONGRESSMAN  JOE  KNOLLENBERG 

MAY  19,  1993 


Thank  you  Mr.  Chairman,  I  would  also  like  to  thank  Mr. 
Bowles  for  testifying  before  this  committee  this  morning. 

I  must  admit  that  I  am  a  bit  skeptical  about  the  present 
mission  of  SBA.    Many  of  the  small  businessmen  and 
women  in  my  district  who  are  not  receiving  some  kind  of 
SBA  financial  support,  have  used  the  word  "irrelevant"  to 
describe  what  the  agency  means  to  them. 

I  understand  that  many  support  maintaining  SBA  in  its 
current  form,  but  I  am  looking  forward  to  hearing  Mr. 
Bowles  thoughts  about  how  we  can  reform  the  SBA  to  get 
more  bang  for  the  taxpayers'  dollar. 

Again,  I  thank  the  Chairman  and  look  forward  to  hearing 
the  testimony. 
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U.S.  Small  business  administration  .  ,      _  . 

Washinston.  D.C.    20416  X  'f^yi 

statement  of  -....-•■ 

Erslclne  B.   Bowles 

Administrator 

U.S.  Small  Business  Administration 

Before  the 

Committee  on  Small  Business 

United  States  Bouse  of  Representatives 

May  19,  1993 


Mr.  Chairman  and  Members  of  this  Committee,  I  appreciate  the 
opportunity  to  appear  before  you  today.   Accon^anying  me  is 
Lawrence  Rosenbaum,  my  Con^troller.   I  eun  very  excited  to  be 
serving  as  the  new  Administrator  of  the  Small  Business 
Administration.  This  job  gives  me  that  unique  opportunity  to 
both  serve  my  country  emd,  at  the  same  time,  utilize  those 
business  skills  I  have  worked  so  long  and  hard  to  develop  over 
the  past  24  years. 

Before  I  begin  oiy  testimony  on  budget  considerations, 
perhaps  it  would  be  useful  to  lay  out  my  vision  for  the 
Agency — my  plans  for  the  budget  I'm  seeking. 

Briefly,  my  vision  for  the  SBA  reflects  President  Clinton's 
vision  for  small  business.  This  President  fully  understamds  the 
eQ)solutely  critical  role  that  small  business  plays  in  our 
economy.   Let  there  be  no  question  in  your  mind  that  President 
Clinton  is  determined  to  do  what  is  necessary  to  help  small 
business  create  the  jobs  this  economy  must  have  to  move  forward 
again. 
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President  Clinton  has  set  four  priorities  for  me  at  the 
Small  Business  Administration: 

First,  we  must  do  our  part  to  end  the  credit  crunch.   We 
must  find  ways  to  free  up  capital  for  investment  in  small 
businesses.   Small  businesses  are  starved  for  capital. 

President  Clinton  has  already  taken  a  giant  step  forward  in 
this  regard  by  removing  the  unnecessary  and  costly  restrictions 
on  banks  that  prevented  them  from  making  character  loans.   But  we 
must  do  more.   Small  businesses  cannot  grow  and  cannot  create 
jobs  without  capital.   It's  as  siir^jle  as  that.  And,  with  your 
help,  we're  going  to  do  something  edsout  it. 

Second,  we  must  get  rid  of  the  unnecessary  paperwork  and 
bureaucratic  regulations  that  inhibit  the  grovrth  and  productivity 
of  small  business.  Government  regulations  have  a 
disproportionately  adverse  effect  on  small  companies.   The 
President  wants  me  to  attack  this  issue  head-on,  and  I  am 
absolutely  committed  to  doing  that. 

Third,  we  must  restructure,  reorganize  amd  reinvigorate  the 
SBA  so  that  it  operates  in  a  more  efficient,  effective  manner, 
and  truly  serves  our  customers- -the  men  and  women  who  own  euad 
operate  small  businesses  throughout  this  country. 

Finally,  the  President  wants  the  SBA  to  be  his  eyes  amd  ears 
in  the  small  business  community.   I  promise  you  the  SBA  will  be 
just  that.  We  will  serve  as  the  President's  listening  post, 
hearing  the  concerns  and  ideas  of  small  business.   In  turn,  I 
will  report  these  concerns  directly  to  the  President,  thereby 
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ensuring  that  small  business  has  a  place  at  the  economic  table  in 
the  Clinton  Administration. 

My  vision  for  the  SBA  reflects  my  business  background.   It 
reflects  a  leeuier,  more  efficient,  more  effective  organization 

that  is  focused focused  on  meeting  the  needs  of  small  business. 

My  vision  also  reflects  am  orgsuiization  that  cheunpions  the  needs 
of  small  business  at  the  highest  levels  of  government, 
guaranteeing  small  business  a  place  at  the  economic  teQjle. 

I  am  very  pleased  that  I  will  have  a  cheuice  to  work  with  euid 
learn  from  the  Members  of  the  Committee  auad  your  staffs,   I  weuat 
you  to  know  that  I  realize  full  well  that  I  have  a  great  deal  to 
learn.   I  believe  that  only  by  listening  cam  I  learn.  Therefore, 
I  look  forward  to  taking  every  opportunity  to  meet  with  you  amd 
your  staffs  to  hear  your  ideas  on  how  we  cam  do  our  job  better  at 
the  SBA,   I  am  particularly  excited  that  my  arrival  at  the  SBA 
coincides  with  budgetary  planning  for  the  coming  fiscal  year.   It 
will  allow  us  to  work  together  to  promote  the  health  and  progress 
of  the  small  business  community. 

Now  to  the  business  at  hamd. 

FT  1993  FDNDmO 
Before  I  address  our  FY  1994  submission,  I  would  like  to 
review  the  shortfall  in  our  FY  1993  General  Business  Guarantee 
Loan  Program.  The  General  Business  guaramtee  fimds  were 
exhausted  on  April  27,  1993.  Our  General  Business  Guaramtee  loam 
program  is  ccw^letely  out  of  funds.  Members  of  the  Comoiittee, 
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the  engine  that  drives  the  economic  train  of  this  great  country 
is  out  of  gas. 

As  part  of  President  Clinton's  Economic  Stimulus  Package,  we 
requested  an  additional  $141  million  in  loan  subsidy  authority  to 
support  an  increase  of  $2.6  billion  in  guarantee  loan  levels.   As 
you  know,  the  bill  was  not  enacted.   However,  we  have  not  stopped 
working.   We  have  continued  to  take  loan  applications  and  now 
have  a  backlog  of  unfunded  loans  of  approximately  $375  to  $400 
million.   We  plan  to  continue  accepting  loan  applications  for 
approximately  one  month  so  that  if  an  appropriation  becomes 
available,  we  can  immediately  begin  to  fund  this  demand  for 
credit  in  the  small  business  community.  The  Administration 
currently  supports  the  House  Appropriation  Committee's 
supplemental  appropriations  bill  for  $181  million  in  loan  subsidy 
authority  to  support  a  General  Business  Guarantee  lending  program 
totalling  $3.3  billion. 

Now  I  would  like  to  discuss  more  specifically  the 
Administration's  proposed  1994  Budget  for  SBA. 

FY  1994  BUDGET 
The  Small  Business  Administration's  budget  request  focuses 
on  two  significant  issues  that  confront  the  small  business 
community:  access  to  capital,  and  business  development  through 
procurement,  counseling  and  training. 
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CKBDIT  PROGRAMS  BUDGET  RBQUXST 

r^RNKRAL  BUSTNESS  GUARANTEE  LOAN  PROGRAM 

For  FY  1994,  the  proposed  policy  initiatives  will  provide 
the  funding  necessary  to  both  meet  anticipated  demand  and  reduce 
subsidy  costs  in  our  General  Business  Loeui  Program.   In  order  to 
do  our  part  to  help  reduce  the  massive  federal  deficit,  we  have 
included  two  significant  savings  initiatives  for  fiscal  years 
1994  through  1998.   The  first  savings  initiative  would  reduce  the 
federal  guarantee  on  loems  from  an  average  of  81  percent  to  an 
average  of  75  percent.  This  meeuas  that  lenders  participating  in 
the  General  Business  Guaremtee  loan  program  will  be  required  to 
assume  a  greater  share  of  the  risk  in  making  loans  to  small 
businesses.  Recjuiring  lenders  to  assiime  a  greater  share  of  the 
risk  will  increase  their  scrutiny  of  potential  borrowers,  thereby 
reducing  the  default  rate  and  increasing  the  recovery  rate  on 
repurchased  loans.  This  initiative  will  save  the  taxpayers  edsout 
$102  million  in  1994. 

The  second  savings  initiative  involves  the  secondary  market. 
Approximately  half  of  all  General  Business  Guaramtee  loems  are 
sold  in  the  secondary  market.  We  are  proposing  am  ongoing  fee  of 
one-half  percent  per  year  on  the  unpaid  guaranteed  principal 
balance  on  all  secondary  market  sales.  These  funds  will  be 
collected  through  our  fiscal  and  transfer  agents.  This 
initiative  will  save  the  taxpayers  about  $67  million  in  1994. 

For  the  General  Business  loam  program,  SBA  will  request 
$154.8  million  in  loam  subsidy  authority  to  support  a  total  of 
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$6.6  billion  in  guarantee  authority  to  ensure  that  credit  worthy 
small  businesses  that  have  previously  been  denied  credit  by  their 
banks  shall  have  access  to  capital. 

In  FY  1994,  SBA  will  make  approximately  26,000  general 
business  loans  to  small  companies,  which  currently  eit^jloy  an 
estimated  416,000  workers.   Adjusting  for  business  failures,  it 
is  estimated  that  approximately  318,000  jobs  will  be  maintained 
by  the  use  of  these  funds  in  our  General  Business  Guarantee  loan 
progrcun.   In  addition,  employment  is  predicted  to  grow  by  101 
percent  between  1994  and  1998  if  these  initiatives  are  enacted, 
equaling  approximately  321,000  new  jobs.   Therefore,  the  $6.6 
billion  in  general  business  financial  assistance  provided  to 
small  businesses  in  FY  1994  will  create  and  maintain  more  than 
600,000  jobs  during  the  next  four  years. 

The  General  Business  program  provides  almost  90  percent  of 
our  total  business  lending.  Our  two  savings  initiatives  for  the 
General  Business  Guarantee  loan  program  combined  will  save  the 
taxpayers  approximately  $169  million  in  FY  1994  and  $724  million 
in  subsidy  budget  authority  over  the  next  four  years. 
DEVELOPMENT  COMPANY  PROGRAM 

Mr.  Chairman,  I'd  next  like  to  taike   a  look  at  our  request 
for  $6.2  million  in  loan  subsidy  authority  to  support  our  $907.7 
million  request  for  the  Development  Company  Lending  Program 
(Section  502/504  Program) .   The  amount  requested  is  based  on 
expected  demand  in  FY  1994. 

Since  inception,  more  them  600  development  compeuiies  have 
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been  certified  and  390  are  active.  Almost  16,000  loans  have  been 
approved  for  more  than  $3.8  billion.   In  addition  to  SBA 
assistance  under  this  program,  more  than  $6.5  billion  in  private 
sector  investment  has  been  made  available  and   an  estimated 
327,000  jobs  have  been  created  or  maintained.   This  program  has 
been  particularly  helpful  in  creating  jobs  and  employment 
opportunities  in  our  rural  communities.   It  is  also  a  program 
where  we  get  significant  bang  for  our  buck,  since  SBA  only 
guarantees  40  percent  of  the  capital  going  into  a  project. 

SMALL  BUfiTNESS  INVBRTMENT  COMPANIES 

As  you  all  Jcnow,  sufficient  venture  capital  must  be  made 
available  to  small  businesses.   Con^anies  requiring  high- risk 
debt  capital  are  generally  excluded  from  mainstream  capital 
markets.   Yet  these  con?)einies  are  critical  to  the  future 
employment  base  of  this  country.   For  this  reason,  the  Congress 
and  the  SBA  have  devoted  substantial  effort  toward  restructuring 
the  Agency's  SBIC  loam  program.   In  this  budget  we  are  requesting 
$25.8  million  in  loam  subsidy  authority  to  support  a  program 
authority  of  $167.7  million.   We  also  plan  a  reprogramming  of 
regular  Small  Business  Investment  Connpamy  funding  to  support  up 
to  $135  million  within  the  requested  loan  subsidy  authority  of 
$25.8  million  for  our  new  participating  security  guarantee 
program.   This  will  offer  small  start-up  businesses  the  kind  of 
patient  capital  they  need  to  grow  amd  e3^>amd. 

In  addition,  we  are  also  requesting  to  retain  separate 
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funding  of  $5.2  million  in  loem  subsidy  authority  to  support  a 
program  amount  of  $17.9  million  for  a  specialized,  or  MESBIC, 
guarantee  program. 

nTgaSTER  LENDING 

As  you  are  aware  Mr.  Chairman,  the  SBA  disaster  program  has 
provided  a  valueQ)le  service  through  the  years  and  we're  proud  of 
this  program.   However,  the  realities  of  the  budget  situation 
require  all  of  us  to  meJce  certain  judgments.   In  this  regard,  I'd 
like  to  discuss  changes  we  propose  for  the  Disaster  Loan  Program, 
which  provides  direct  loans  not  only  to  small  businesses,  but 
also  to  homeowners  and  other  businesses  that  have  suffered 
financial  or  property  loss  in  a  disaster. 

We  propose  to  reduce  the  Disaster  Loam  Progrsun's  deep 
subsidy  by  increasing  the  interest  rate  on  these  loans  from  4 
percent  to  the  treasury  rate  plus  one  percent.   If  this 
initiative  is  adopted,  we  estimate  that  it  will  cost  us  only 
$49.9  million  in  loan  subsidy  authority  to  support  a  $390  million 
disaster  loan  program.   We  estimate  this  change  in  interest  rates 
will  save  $58  million  on  a  program  level  of  $390  million.   During 
the  next  four  years,  we  estimate  that  we  would  save  over  $245 
million. 
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In  summary,  the  total  budget  authority  request  for  Business 
and  Disaster  credit  programs  is  for  credit  subsidies  of  $263 
million  to  support  progrsuns  totalling  almost  $8.2  billion  for  the 
small  business  community. 

($  in  Millions) 


1993  AvMlabilitv 


Loan  Sub. 
Authority 


Piugiun 
Level 


Direct  Loans 

Guaranty  Loans 
General  Business  Guaranty 
Proposed  Supplemental 
S02  &.  S04  Development  Co. 
SBIC 
MESBIC 

Total  Guarantee  Loans 

Total  Direct  &  Guaranty  Loans 

Disaster  Loans 

Total  Loans 


$  25.8         $  I2S.4 


197.9  3.618.0 

181.0  3,309.0 

6.0  739.6 

25.1  163.2 

__Lfl  17,4 


t  415.0  %  1M12 

$  440.8  $  7,972.6 

445.4  2.164.4 

S  886.2  SIO.137.0 


FY  1994  Request 
Loan  Sub.     Program 
Authority       Level 


$  21.0 


154.8 


$  82.7 


6,589.0 


6.2  907.7 

25.8  167.7 
_L2  17.9 

>  in,o  t  7.$B.? 

$  213.0  $  7.765.0 

49.9  390.3 


Difference 
Loan  Sub.      Program 


$(4.8) 

(43.1) 

(181.0) 

0.2 

0.7 

0,2 

Sf223.0) 

$(227.8) 

S2SLS1 


$(  42.7) 

2,971.0 

(3,309.0) 

168.1 

4.5 

QJ 

$(  164,{>) 

$(207.6) 

fl-774.n 


S  262.9       1 8.155.3  $f623.3)      $(1.981.7) 


SURETY  BOND  PROGRAM 

We  turn  next  to  our  proposal  for  the  Surety  program.   This 
progrcim  assists  small  contracting  firms  in  obtaining  bid, 
payment,  or  performcmce  surety  bonds.   SBA  assists  by  providing 
guarantees  of  up  to  90  percent  for  the  losses  sustained  by  the 
sureties.   This  program  boasts  a  98  percent  success  rate  that  has 
resulted  in  a  net  government  savings  estimated  in  excess  of  $1.6 
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billion  after  offsetting  program  losses  since  1971.   In  FY  1992, 
Surety  Bond  Guarantees  helped  to  create  47,000  jobs,  and  more 
than  $1  billion  in  contracts  were  infused  into  the  small  business 
community.   We  are  requesting  $13.4  million  in  budget  authority 
in  FY  1994  to  support  a  program  level  of  almost  $1.9  billion. 
This  compares  to  our  FY  1993  availability  of  $13  million  for  a 
$1.8  billion  program  level. 

NON-CREDIT  PROGRAMS  BUDGET  REQUEST 

PROCUREMENT  ASSISTANCE 

The  small  business  community  is  an  active  participant  in 
federal  contracting.  The  SBA's  Office  of  Procurement  Assistance 
assists  small  businesses  in  this  area,  making  sure  that  small 
companies  receive  their  share  of  government  procurement  and 
sales.   For  example,  in  FY  1992,  through  our  Natural  Resource 
Sales  Assistance  Program,  small  business  was  awarded  more  than 
1,800  individual  federal  timber  sales,  which  represent  more  than 
60  percent  of  the  total  federal  timber  sold.   This  program 
assures  that  the  small  business  community  will  receive  its 
traditional  fair  share  of  federal  timber  through  small  business 
set-asides. 

We  assist  small  businesses  in  federal  contracting  through 
the  on-site  location  of  procurement  center  representatives  at 
major  government  procurement  installations  euad  through  the 
continuous  monitoring  of  government  procurement  and  sales 
activities. 
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The  Office  of  Procurement  Assistaince  also  oneuiages  the 
Procurement  Automated  Sources  System  (PASS) ,  which  contains  data 
on  approximately  250,000  small  firms.   This  information  Is  used 
by  procurement  officials  and  large  prime  contractors  to  locate 
qualified  small  businesses.   The  office  also  issues  Certificates 
of  Conpetency  (COC)  ,  which  document  a  firm's  eiblllty  to  perform 
certain  functions  under  government  contracts. 

We  estimate  a  savings  of  more  than  $295  million  in  FY  1994 
from  the  increased  con^etition  provided  by  the  BreaJcout  and  COC 
programs.   These  programs  are  expected  to  save  the  federal 
government  $250  million  and   $45  million,  respectively.   From  cm 
expected  procurement  expenditure  of  $160  billion  in  FY  1994,  we 
will  esteJslish  a  goal  at  a  minimum  of  $32  billion  in  prime 
contracts  for  small  business.   The  Prime  Contracts  progreun  will 
achieve  this  by  monitoring  and  managing  the  traditional 
procurement  center  representatives  and  breakout  programs.   An 
estimated  total  of  at  least  $10.7  billion  will  be  set  aside  for 
con^etition  by  small  businesses,  only,  in  FY  1994.   In  addition 
to  prime  contracting  opportunities,  SBA  also  assists  small 
businesses  with  subcontracting  opportunities.   Through  the 
efforts  of  our  Commercial  Market  Representatives  working  with  the 
major  prime  contractors,  it  is  estimated  that  small  businesses 
will  receive  subcontracting  awards  in  excess  of  $20  billion  in  FY 
1994. 
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MINORITY  SMALL  BUSINESS  &  CAPITAL  OWNERSHIP  DEVELOPMENT 

As  you  know,  the  SBA  has  a  long  eind  successful  history  of 
promoting  opportunities  for  minority  business  owners,  eind  with 
the  implementation  of  Public  Law  100-656,  SBA  has  renewed  its 
commitment  to  the  minority  and  disadvantaged  small  business 
community.   This  commitment  reaches  beyond  the  traditional 
programs  operated  by  the  Office  of  Minority  Small  Business  emd 
Capital  Ownership  Development  (MSB/COD)  to  our  financial, 
investment  and  special  programs.   We  want  to  ensure  that  minority 
and  disadvantaged  firms  are  always  considered  in  the 
administration  of  our  basic  programs.  We  are  committed  to 
minority  economic  empowerment. 

In  FY  1992,  SBA  approved  almost  3,700  loans  valued  at  more 
than  $820  million  to  minorities.   Additionally,  our  education  and 
training  programs  counseled  more  than  74,000  minority 
entrepreneurs  and  trained  almost  81,000  minority  attendees. 
Consultants  in  the  7 (J)  Program  counseled  approximately  2,800 
firms,  and  we  are  requesting  $8.1  million  in  FY  1994  to  continue 
this  program.   The  8(A)  Program  awarded  4,690  contracts  worth 
over  $4.3  billion  in  fiscal  year  1992. 

BUSINESS  DEVELOPMENT 

We  also  have  a  wide  array  of  Business  Development  programs 
that  promote  the  establishment,  growth,  and   vitality  of  small 
businesses  through  technical  support,  effective  training  and 
counseling  programs,  and  efficient  allocation  of  resources. 
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Briefly,  Mr.  Chairman,  let  me  rvin  through  a  description  o£  these 
initiatives. 

Our  Office  of  Women's  Business  Ovmership  provides  support, 
counseling,  and   services  to  women-owned  small  businesses.   This 
sector  represents  32  percent  of  all  small  businesses  and 
historically  has  been  under  represented  in  federal  progrcuns  and 
activities.   Women-owned  businesses  now  employ  more  people  than 
the  entire  Fortune  500.   Women-o%med  businesses  are  expected  to 
account  for  40  percent  of  all  small  businesses  by  the  end  of  this 
decade.   When  we  expand  SBA  outreach  to  these  businesses,  we 
increase  their  economic  in^jact.   Our  FY  1994  request  includes 
$481,000  to  support  the  Women's  Business  Council  amd  $1.5  million 
to  continue  implementation  of  the  Women's  Demonstration  Project 
Program.   One  of  our  goals  during  1994  is  to  find  ways  to  be  more 
helpful  to  women-owned  businesses.   For  FY  1994,  we  are  also 
requesting  $792,000  to  provide  for  salary  and  related  expenses  to 
support  the  progreun. 

We  are  also  promoting  international  trade  opportunities  for 
small  business  through  oUtreach,  counseling,  and  training.   The 
Office  of  International  Trade  (OIT) ,  in  conjunction  with  field 
offices,  other  program  offices,  and  public  smd  private  trade 
groups,  will  continue  to  develop  and  inclement  trade  activities 
targeting  specific  industries  and  markets.   Expenditures  for  this 
.outreach  program  are  forecast  at  $481,000  for  FY  1994. 
Additionally,  we  are  requesting  $1.4  million  in  salary  amd 
related  expenses  to  support  the  prograun.   OIT  supports  increased 
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use  of  the  export  revolving  line  of  credit  for  the  international 
trade  loan  progreun.   As  part  of  the  General  Business  Guarantee 
program,  we  estimate  that  loans  for  international  trade 
businesses  will  amount  to  $320  million  in  FY  1994  as  coir^ared  to 
$290  million  in  FY  1993. 

The  Office  of  Business  Initiatives,  Education  and  Training 
(BIET)  administers  SBA'S  Service  Corps  of  Retired  Executives 
(SCORE) ,  which  has  provided  free  counseling  and  low- cost  training 
programs  to  hundreds  of  thousands  of  entrepreneurs.   More  than 
13,000  volunteers  serve  at  378  chapters  and  500  branches  across 
the  country.   We  are  requesting  $3.1  million  for  this  program  in 
FY  1994  which  is  the  same  level  available  in  FY  1993. 

Another  progreun  administered  by  BIET  is  our  Small  Business 
Institute  (SBI)  program,  which  operates  on  more  than  500  college 
campuses.   Through  the  SBIs,  students  supervised  by  instructors 
provide  management  consulting  to  small  businesses.  We  are 
requesting  $2.9  million  for  this  program  in  FY  1994  compared  to 
$3.0  million  in  FY  1993.   In  addition  to  the  program  outreach 
efforts  for  BIET,  we  are  requesting  $18.1  million  in  salary  and 
related  expenses  for  FY  1994. 

SMALL  BUSINESS  DEVELOPMENT  CENTERS  (SBDC) 

We  also  have  the  Small  Business  Development  Center  (SBDC) 
program,  designed  to  assist  small  businesses  by  linking  federal, 
state  and  local  governments  with  the  private  sector  to  provide 
management  and  technical  assistance  to  the  small  business 
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community.   Today,  the  SBDC  program  has  a  network  of  57  lead 
centers  located  in  50  states  and  approximately  750  sub- centers 
emd  satellite  locations.  We  are  requesting  $67  million  for  this 
program  in  FY  1994  which  is  the  same  level  appropriated  in  FY 

1993.  In  addition  to  the  SBDC  grants,  we  are  requesting  $1.0 
million  in  salary  emd  related  expenses  to  support  the  program  for 
FY  1994. 

SMALL  BUSINESS  INNOVATION  AND  RESEARCH  (SBIR) 

During  FY  1994,  there  will  be  a  continued  strong  emphasis  on 
assuring  a  high  rate  of  commercialization  of  SBIR  innovations. 
This  important  goal  reflects  a  key  provision  of  P.L.  102-564  and 
activities  will  be  guided  by  the  findings  of  the  multi-year 
commercialization  study  and  progreun  experience  and  the  emphasis 
of  dual  use  innovations. 

The  overall  direction  of  maintaining  a  strong  public 
awareness  effort  will  be  continued  to  assure  effectiveness  at 
reaching  potentially  eligible  small  firms,  particularly  those 
owned  and  mamaged  by  persons  from  under  represented  groups  or 
geographical  areas.   The  FY  1994  budget  is  predicted  on  phased 
patterns  of  legislated  groi^th.   To  support  the  SBIR  effort  for  FY 

1994,  we  are  requesting  $1.1  million  for  salary  emd  related  costs 
which  is  approximately  the  same  level  available  for  FY  1993. 
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ADVOCACY 

The  Small  Business  Administration  is  the  only  source  of 
detailed  information  on  small  business  contributions  to  the 
economy.   Data  on  small  business  is  gathered  through  a  small 
business  data  base  and  through  a  contract  research  program 
targeted  to  examining  contributions  and  barriers  facing  small 
businesses.   This  information  is  vital  to  policy  development  and 
is  used  in  many  ways  to  obtain  euad  present  a  clear  picture  of  the 
small  business  community.   The  data  provides  the  foundation  for 
the  Advocacy  Office's  efforts  to  represent  small  business  views 
throughout  the  government  and  Congress  and  to  reduce  regulatory 
burdens . 

SBA's  Office  of  Advocacy  is  responsible  for  gathering  data 
on  small  businesses  and  maintaining  the  small  business  data  base. 
The  development  and  maintenance  of  this  system  has  been  the 
Office's  major  economic  research  project  smd  imposes  no  paperwork 
burden  to  the  business  community.   Instead,  Advocacy  utilizes 
private  sources  and  interagency  agreements  with  federal 
statistical  agencies,  such  as  the  Internal  Revenue  Service,  the 
Bureau  of  Labor  Statistics,  and  the  Bureau  of  the  Census.   The 
amount  requested  for  Advocacy,  to  support  the  program,  is 
requested  at  $5.2  million  for  FY  1994,  which  is  approximately  the 
same  amount  provided  in  FY  1993. 

In  addition,  SBA  is  requesting  $2.5  million  in  FY  1994  for 
the  White  House  Conference  on  Small  Business  which  is  the  same 
level  provided  in  FY  1993.   The  conference  will  increase  public 
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awareness  of  the  essential  economic  contributions  of  small 
business,  identify  small  business  needs,  examine  the  status  of 
minorities  emd  women  as  small  business  oimers,  and  assist  small 
business  in  carrying  out  its  role  as  the  nation's  job  creator. 
The  conference  will  assemble  small  businesses  to  develop  such 
specific  and  comprehensive  recommendations  for  executive  smd 
legislative  action  as  may  be  appropriate  for  maintaining  and 
encouraging  the  economic  viability  of  small  business  euid, 
thereby,  the  nation. 

UNAUTHORIZED  PROJECTS 

Finally,  our  request  for  non- credit  progreuns  excludes 
funding  of  all  unauthorized  projects  that  were  earmarked  in  last 
year's  appropriation  act.   We  estimate  that  this  would  save  $20 
million  in  FY  1994  emd  $107  million  over  the  next  five  years. 

MANAGEMENT  INITIATIVES 

Mr.  Chairman,  during  the  past  two  years  our  loam  activity 
has  grown  dreunatically.   In  FY  1992,  our  General  Business 
Guarantee  progreun  grew  37  percent,  a  pace  that  has  continued  for 
the  first  half  of  FY  1993.   The  subsequent  increase  in  the  SBA's 
portfolio  value  meems  we  have  an  even  greater  need  for  oversight 
to  assure  that  the  assets  of  the  Agency  are  well  managed.   This 
is  consistent  with  my  clearly  stated  goal  of  running  an 
efficient,  effective,  well  managed  Agency. 

We  have  also  forecasted  a  reduction  in  enployment  in  each 
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department  of  the  Agency  reducing  total  full-time  equivalents  by 
59  positions,  excluding  Disaster  Assisteuice  emd  the  Inspector 
General  office,  which  are  forecasted  to  be  reduced  by  818  auid  two 
full-time  equivalents,  respectively.   Operating  costs  of  the 
Small  Business  Administration  are  also  forecast  to  be  reduced  in 
FY  1994  by  a  total  of  $2.6  million.   Non-Credit  Progrcun  costs,  as 
well  as  Disaster  Assistance  costs,  are  now  forecast  be  reduced 
substaintially,  while  the  cost  for  the  Inspector  General  is 
expected  to  increase  by  $1.2  million. 


Finance,  Investment,  &.  Proc.      $100.6 

Business  Development 

CFO/Management  &  Admin. 

Exec.  Direction  &  Field  Admin.    40.2 

Other 

Total  Operating  Expenses 


Non-Credit  Programs  Cost 
Disaster  Assistance 
Inspector  General 


i 

in  Million? 

FvU-Tige  Equivriw^? 

1993 

1994 

Diff. 

1993 

1994 

Piff. 

$100.6 
22.8 
86.2 

.     40.2 

$98.2 
22.7 
86.7 
40.0 

2?,9 

$(2.4) 
(0.1) 
0.5 
(0.2) 
(0.4) 

1,848.9 
433.4 
429.8 
722.5 
438.4 

1,821.2 
426.8 
423.3 
710.9 
4?1,? 

(27.7) 
(6.6) 
(6.5) 

(11.6) 
(6.6> 

$276.1 

$273.5 

$(2.6) 

3.873.0 

3,814.0 

(59.0) 

$134.7 

137.6 

8,3 

$112.9 

20.9 

9.? 

$(21.8) 

(116.7) 

1,2 

1,900.0 
1O8.0 

1,082.0 

(818.0) 
f2.0^ 

S5S6J 

S416J 

J(139.9) 

5.881.0 

?.oo?o 

1879^ 

Total  Operating  Costs 


In  order  to  support  the  Administrations ' s  efforts  to 
stimulate  the  economy  through  the  small  business  sector,  smd  to 
address  the  urgent  need  to  reduce  the  cost  of  federal  progreuns 
for  FY  1994,  we  are  requesting  total  budget  authority  of  $693 
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million,  17  percent  below  the  $835  million  appropriated  for  FY 
1993.   However,  if  you  include  the  proposed  House  supplemental 
for  General  Business  Guarantee  loams ,  our  FY  1994  request  would 
be  32  percent  below  the  amount  appropriated  for  FY  1993. 

I  would  be  happy  to  answer  any   questions  the  Committee  may 
have. 
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SMALL  BUSINESS  ADMINISTRATION 


FY  19M  OONGUSSIONAL  SUBMISSION 
GESntAL  BUSINESS  GUABAN1Y  AND  SBOONDARY  MAKKET  INXTUHVES 


This  budget  nibinissiaa  prD|iuwr  to  ndoee  Ac  safaody  me  on  Ioh»  nade  id  niall 
businesses  by  pwftat  lendnf  T'tf'""'*"**  Older  te  7(a)  Geaanl  BtBines  Guuiuiee 
loan  progrsin    Thu  propoal  would  be  leeoiopiidwd  dnDo^  twe  inhiatives  diat  would 
generate  a  total  savmgs  of  S169  niliioB  in  FY  1994  and  7724  nillion  over  ihe  oesct  four 
vean 


The  first  ininaDve  would  be  to  ttt""""  die  Fedenl  guaraniar  ea  loans  to  an  average  of 
75  percent    This  «vDuld  be  aeeonpiiahed  by  raduang  dw  maxifninn  guaranry  percemage 
to  not  more  than  80  percent  of  die  balanrr  of  the  finanaog  omsanding  at  die  nme  of 
disbursement  except  for  die  fbUowmg:  reducng  die  naxniuBn  guaianiy  percentage  for 
the  Preferred  Lenders  Piugiain  to  not  nore  diaa  TS  percent^  and  for  purcnases  or 
refinancing  of  real  estate  to  not  more  than  70  percent   Raquiiing  private  lendets  to  take 
a  greater  share  of  the  nsk  would  merease  tfaeir  scnmny  of  loan  applieanotu.  which  will 
eveniuaJly  result  in  a  lower  defauh  tate  and  better  recovery  fate  on  loans  repurchased 
We  esnmaie  that  the  savings  from  dus  nunaiive  «inuld  be  S102  millioa  m  FY  1994  and 
S43~  million  over  the  next  four  years. 

The  second  intnanve  involves  the  secondaiy  market  on  sales  occunng  after  October  1, 
1 993     We  would  charge  an  ongomg  fee  of  SO  basis  pomts  per  year  cm  the  prmcipaJ 
balance  of  the  guaranteed  pomon  of  any  loan  which  is  mtnally  sold  mto  the  secondaiy 
market    These  fees  will  be  established  by  regulanon  and  will  be  collected  by  the  fiscal 
and  transfer  agent.     We  fsnmaip  that  the  savmgs  m  FY  1994  from  dus  second  mitianve 
will  be  S67  million  and  over  the  next  four  years  it  will  be  S2I7  million. 

Using  che  $6.6  billion  gross  loan  guarantee  request  for  1994,  the 
above  changes,  if  implemented,  would  'save' 

$  67  million  —  new  secondary  market  fee 

85  million  —  reduction  of  real  estate  guarantee  to 

70%  (now  85-90%) 
16  million  —  reduction  of  all  other  non  preferred 
lender  program  (PLP)  gtiarantees  to 
80%  (now  85-90%) 
5  million  —  reduction  in  PLP  guarantees  to  75% 
(now  80%) 


S173  million 


NOTE:  Due  to  rounding,  the  $102  million  in  aggregate  savings 
referred  to  in  paragraph  2  above  actually  adds  to  $106 

million  (85+16+5) . 
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DISASTER  LCAS  XKTBBBST  K&TB  PKOPOSAL 

Under  existing  law,  cbe  interest  rate  on  disaster  loans  for 
homeowners  and  bxisinesses  is  based  upon  a  determination  of 
whether  the  disaster  victim  is  able  to  obtain  credit  elsewhere: 

a.  homeowners  tinable  to  secure  elsewhere,  pay  1/2  the  cost 
of  money  but  not  to  exceed  4  percent  ,- 

b.  homeowners  able  to  secure  credit  elsewhere,  pay  cost  of 
money  but  not  to  exceed  8  percent; 

c.  businesses  unable  to  obtain  credit  elsewhere,  pay  4 
percent;  and 

d.  businesses  able  to  obtain  credit  elsewhere,  pay  the 
lowest  of  (i)  private  market  rate  for  similar  loans, 
(ii)  the  7(a)  guaremteed  loan  maximum  rate,  or  (iii)  B 

percent,  and  the  term  is  limited  to  a  ma-iriiinim  of  3 
years . 
Churches,  schools  and  other  eleemosynary  institutions  pay 
the  full  cost  of  money  to  the  Government. 

The  budget  submission  proposes  to  increase  the  interest  rate 
on  all  disaster  loajis  to  the  Treasury's  cost  of  money  plus  1 
point. 
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FY  1994  CONGRESSIONAL  SUBMISSION 
PROGRAM  LEVEL 
(S  IN  MnUONS) 


FY  1992  ACTUAL 

FY  i»n  AmonuAnoN 

FY  I9»4  REQUEST           1 

fBA 
niAKE 

TOTAL 

IBA 
IHAIE 

TOTAL 

SBA 
SHARE 

TOTAL 

HANDICAPPED 

VETERANS 

ECONOMIC  OPPORTUNITY 

KA)  LOANS 

MESBIC         1/ 

MICRO   LOANS 

MICRO  LOANS  CARRYOVER 

SllJ 
l«^ 
l«J 
4.1 

ai 

U.7 

SllJ 

l<u< 

l«J 
4J 

12.1 
U.7 

U1.7 
ICJ 
9jO 
4J 
It.7 
3IJ 
JJ.7 

$11.7 
It2 
9.0 
4J 
l«.7 
31J 
33.7 

S7.9 
I0.S 
6J 
J.0 
I9J 
33.7 

17.9 
10.5 

i^ 

).0 
I9J 
33.7 

DIRECT  TOTAL 

S74J 

ST4J 

SI2S.4 

sm.4 

St2.7 

«2.7 

S4J53.I 

M.I 
12J 

UjS>4J 

32J 

«22J 
<0.l 
t2J 

B.777.9 
J97.4 
1>«1J 
JI.7 
TWil 
IC3.2 
17.4 

S3.2M.I 
3*7.9 
2J7J.6 
39.« 
700.0 
IC3J 
17.4 

S4J4IJ 

II7J 
76U 
1*7.7 
17.9 

s«jt9.a 

I46J 
76IJ 
l*T.7 
17.9 

GENERAL  BUSINESS 

GENERAL  BUS  CARRYOVER 

GEN  BUS   PROPOSED  SUPP. 

J02  DEVELOP  CO 

JO*  DEVELOP  CO 

SBIC     2/ 

MESBIC 

CUARANTEED  TOTAL 

t5J74.9 

SUJU 

SS.929.1 

S7.ll3.t 

KMi.* 

S7>t2J 

TOTAL  BUSINESS 

I5J497 

K.41«.t 

ttJOU^ 

nj39j 

S6.oa.3 

17.765.0 

PF?AyreRL<>rtr"?-PllgCT 

DISASTER  LOANS 

DISASTER  LOANS  CARRYOVER 

S7»1.7 

S7»l.7 

S  391.9 

I.T72J 

S  391.9 

1.772J 

O90J 

O90J 

DISASTER  TOTAL 

S7I1.7 

nti.7 

2.164.4 

2.1*4.4 

S390J 

S390J 

t«.l3l.4 

I7J0tJ 

&2I«.9 

S».403.« 

S6.4TU 

Si.lSSJ 

DIRECT 
GUARANTEED 

5JT4.» 

«J5X0 

2J*9J 

>SJ9.l 

2Jfl9J 

7.1  I3J 

tMSJt 

1MU 

SURETY  BOND  OUARAKICES 

B4tJ 

SI.0M.4 

SUIIJ 

SLMJ.7 

susri 

SIJ93J 

1/   Onginal  FY  1994  pregnm  level  of  SI4.4  wet  changed  to  reneet  teefanioal  adjuidnaU  in  the  lubndy  model. 
2/  FY  1994  includes  the  Pntieipeling  Secuhtiei  prognun. 
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FY  1994  CONGRESSIONAL  SUBMISSION 

BUDGET  AUlHORnY  AND  OUTLAYS 

(S  IN  IHOUSANDS) 


fiyC&El  AVTHOSIU 

FY  1992 

Amof. 

FY  1993 
APPROP. 

FY  1994 
REQUEST 

SALARIES  AND  EXPENSES 

niANSFER  FROM  BUS.  LOAN  PROGRAM 

TRANSFER  FROM  DIS.  LOAN  PROGRAM 

110.410 
23SL000 

S24t.t00 

97.J0I 
7S.0OO 

$227,494 
99.723 
10.106 

574021 

423.NI  V 

407  J23 

INSPECTOR  GENERAL 

BUSINESS  LOAN  SUBSIDIES 

BUSINESS  LOAN  PROPOSED  SUPPLEMENTAL 

DISASTER  LOAN  SUBSIDIES 

DISASTER  LOAN  CONTINOENCY 

SURETY  BONDS 

lOMO 
J4«J74 

630.030 
73.000 
14.600 

uoo 

234J99  2/ 
I40.lt3 
10.637  2/ 
73.000 
13.020 

9.4)4 
212.9*7 

49.923 

I3J72 

ACENCVWIDE 

iijm.nn 

S97tJ60 

S693.061 

OUTLAYS 

SALARIES  AND  EXPENSES 

TRANSFER  FROM  BUS.  LOAN  PROGRAM 

TRANSFER  FROM  DIS  LOAN  PROGRAM 

BI4J30 
110.410 
23«.000 

J261J37 
97.101 
71.000 

B4I.0I6 
99.723 
10.106 

SS2.»40 

436.C3SI/ 

420J4S 

INSPECTOR  GENERAL 
BUSINESS  LOAN  SUBSIDIES 
DISASTER  LOAN  SUBSIDIES 
SURETY  BONDS 

9.7J1 
202.119 
7US6 
21.413 

(.230 

264.707  3/ 

336J39 

I0J63 

9jr 

314J39 
211.034 
16.600 

ACENCVWIDE 

sasMSi 

njtsum 

mMS 

1/  Excludes  mil  carryover  aiobomy  finin  FY  1992: 

2/  Excludes  caiTvovtr  aidbocity  fna  FY  1992: 

3/  Excludes  outlay  csunaie  for  piuvuMd  ■lyiihiiwiilil 


■  S3.714;  I 
I  Prepn  -  S23.493:  Pimm  I 


I  -  SII7J94  nd;  SBOC  -  SI  J6I. 
I  Pnpaa  -  S364.7T9. 
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SXLKCnD  SAXJAIXS  AHS  KZPIHSKS 
($   ZV  mLLIOHS) 


ZTBCS 


SBDC 

White  Hovise  Conference 

SBI 

PASS 

SCORE 

7(j) 

Advocacy  data  base 

Veterans  Outreach 

Int'l  Trade  Outreach 

Women's  Tech.  asst 

Women's  Council 

SBDC  Technical  Asst     

Natural  Resources  Develppment 

SBDC  Central  Europe 

Computer 

NFC  Cross -Servicing 

Vulnerability  Studies 

Financial  Systems  Upgrade 

Credit  Reform 

Micro- Loan  Tech.  Asst. 

SUBTOTAL 

Other  Ear  Marked  Items 

TOTAL 


1993 

1994     ' 

IBBXBB 

sasuBi£ 

67.0 

67.0 

2.5 

2.5 

3.0 

2.9 

1.1 

1.1 

3.1 

3.1 

B.l 

8.1 

1.5 

1.5 

.4 

.4 

.5 

.5 

1.5 

1.5 

.5 

.5 

.9 

.7 

16.0 

16.0 

1.5 

1.1 

3.5 

3.5 

.7 

.7 

.5 

.5 

.5 

.5 

.2 

.2 

6J2 

S.D 

119.0 

118.3 

19  1 9 
138. B 

118.3 
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FY  1994  CONGRESSIONAL  SUBMISSION 
SUBSIDY  RATE 


FY  1992 
AFPROP. 

FY  1993 
APPROP 

FY  1994 
CUSKENT 
SERVICES 

FY  1994 
REQUEST 

DIRECT  UMN  SUBSDY  RATES  (IS  rEKZNT^ 

-  HANDICAPPED  ASSISTANCE  LOANS 
■   VETERANS 

-  ECONOMIC  OPPORTUNriY  LOANS 

-  SECTION  8(A)  LOANS 

-  MESBIC 

-  MICRO  LOANS 

3«J« 

30J0 
30J0 
30J0 
44J3 

17.00 

23.71 
I7.r7 
17J3 
I7.t7 
3«.0« 
13.95 

39.12 
2*49 
23.i4 
17J3 
37.10 
13^ 

39.12 
2t.49 
25.14 

17J3 
37.10 
I5J3 

WEJCinXD  AVERAGE  SUBSIDY  RATE 

3I.2« 

20.«1 

23.43 

25.43 

GUARANTEED  LOAN  SUBSIDY  RATES  (DO  RKZNT): 

-  SECTION  7(A)  LOANS 

-  SECTION  502  DEVELOPMENT  00.  LOANS 

-  SECTION  304  DEVELOPMENT  CO.  LOANS 

-  SMALL  BUSI>JESS  INVESTMENT  CO.  LOANS 

-  MESBIC 

4.t3 
3.93 

049 
14J9 
27 JO 

3.47 
3.51 
0.54 
15.40 
2S.tt 

4.92 
1J5 
0.51 
15J9 
2t.O 

U5 

1J5 
0.51 
I5J9 
2U3 

WEICRTZD  AVERACZ  SUBSDY  RATE 

4.3« 

3.27 

4J7 

2J0 

DISASTER  LOAN    PROGRAM  SUBSIDY  RATES 

(IN  PERCENT): 

33.93 

V)M 

27.61 

1179 
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OPENING  STATEMENT  OF  JOHN  J.  LaFALCB,  CHAIRMAN 
COMMITTEE  ON  SMALL  BUSINESS 

HEARING  ON  SBA'S  BUDGET 

MAY  27,  1993 

Today  the  Committee  resumes  its  hearings  on  the  adequacy  of 
the  budget  for  the  Small  Business  Administration,  primarily  with 
reference  to  fiscal  year  1994,  but  also  as  to  the  remainder  of 
the  current  fiscal  year. 

Last  week  the  Committee  was  pleased  to  receive  testimony 
from  the  newly  confirmed  Administrator  of  the  Small  Business 
Administration,  the  Honorable  Erskine  Bowles  of  North  Carolina. 
The  principal  focus  of  last  week's  hearing  was  the  status  of 
SBA'S  financial  assistance  programs  and  the  agency's  ability  to 
help  small  firms  overcome  the  credit  crunch.   The  Committee  is 
also  very  concerned  with  the  other  major  SBA  programs.   Thus  we 
are  pleased  to  have  representatives  from  the  SBDC  program  and  the 
venture  capital  programs,  both  of  which  are  very  important  to  the 
agency.   However,  particularly  in  light  of  the  continued  shutdown 
of  the  7(a)  loan  program  due  to  its  having  exhausted  all  funding 
for  the  year,  the  emphasis  on  the  agency's  financial  programs 
will  continue  today. 

I  do  want  to  note  for  the  record,  however,  that  yesterday 
the  House  approved  H.R.  2118,  which  will  provide  $181  million  to 
support  an  additional  $3.3  billion  in  loan  guarantees  and  carry 
the  program  through  the  year.   The  Senate  still  needs  to  act. 
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Until  this  issue  is  finally  resolved,  small  businesses  will 
continue  to  be  denied  critical  resources.   I  will  continue  to 
press  for  the  earliest  possible  action. 

As  part  of  next  year's  budget  request,  this  administration, 
as  administrations  in  the  past  have  done,  is  proposing  additional 
fees  on  the  guaranteed  loan  programs  and  a  reduction  in  the 
percentage  of  the  loan  guaranteed  by  the  Government. 

But  this  is  not  being  done  in  a  vacuum.   It  is  part  of  a 
broader  effort  focused  on  serious  deficit  reduction. 

Unlike  previous  Administrations,  this  Administration  is 
proposing  a  serious  and  credible  deficit  reduction  package.   As 
part  of  that  effort,  the  SBA  is  being  asked  in  good  faith  to  come 
up  with  $169  million  in  savings.   No  one  would  be  suggesting  a 
fee  or  the  other  program  changes  that  are  now  on  the  table  if  our 
government  did  not  need  the  resources  to  reduce  the  deficit.   The 
impact  of  these  changes  is  substantial,  from  the  perspective  of 
cost  savings.   The  Congress  will  have  appropriated  over  $375 
million  to  support  a  $6.9  billion  loan  guarantee  program  in  1993. 
The  program  changes  being  suggested  could  theoretically  allow  us 
to  appropriate  only  a  fraction  of  that  amount  --  $155  million  -- 
to  support  a  program  of  almost  comparable  size. 
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This  Committee  understands  that  no  bank  will  want  to  pay  a 
fee  if  it  doesn't  have  to;  nor  would  any  bank  prefer  a  7  5% 
guarantee  to  a  larger  one.   That  goes  without  saying.   But  it  is 
not  unreasonable  to  charge  a  fee  for  service;  and  some  would 
argue  that  there  are  substantial  incentives  to  participate  in  the 
SBA  loan  guarantee  program,  even  with  the  recommended  changes . 

It  is  for  this  Committee  to  determine  whether  we  are 
striking  the  proper  balance.   The  public  policy  question  is  what, 
if  any,  of  these  or  other  program  changes  can  be  effected  without 
putting  the  integrity  of  the  loan  guarantee  program  --  and  the 
small  businesses  it  serves  --  at  risk. 

As  we  attempt  to  make  that  judgment,  we  must  remember  that 
deficit  reduction  is  not  our  only  goal.   The  suggested  changes 
may  in  fact  not  be  compatible  with  objectives  of  equal  or  even 
greater  importance  to  this  Administration  --  eliminating  the 
credit  crunch  which  has  plagued  small  business  for  so  long,  and 
allowing  small  business  to  be  the  catalyst  for  growth  it  has  the 
potential  to  be.   If  the  recommended  approach  is  not  compatible 
with  those  goals,  we  must  seek  a  better  way. 

The  fundamental  question,  then,  is  the  impact  on  the  small 
business  borrower.   As  the  Committee  considers  the  impact  of  fee 
increases  and  guarantee  reductions,  we  need  to  ascertain  just 
what  such  changes  would  do  to  those  small  business  borrowers  who 
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need  this  loan  money  the  most.   My  concerns  focus  particularly  on 
those  who  already  have  a  very  difficult  time  obtaining  credit: 
the  small  borrower  who  needs  only  $30,000,  $50,000,  or  $60,000; 
the  minority  borrower;  and  the  emerging  woman  business  owner. 

I  am  hopeful  that  we  can  find  other  sources  than  the  SBA 
budget  for  achieving  the  necessary  deficit  reduction  --  SBA 
cannot  be  expected  to  bear  the  brunt  of  this  challenge.   If  not, 
we  must  seek  changes  that  will  not  impair  the  fundamental 
integrity  of  the  program. 

When  we  conclude  today's  hearing,  I  hope  we  have  received 
the  professional  judgment  of  our  expert  witnesses  on  these 
important  questions. 

Do  other  Members  have  opening  remarks? 
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STATEMENT  OF  REPRESENTATIVE  JAN  MEYERS 

"SB A  FY  94  BUDGET  PROPOSAL" 

COMMITTEE  ON  SMALL  BUSINESS 

U.S.  HOUSE  OF  REPRESENTATIVES 

MAY  27,  1993 


Mr.  Chairman,  in  the  interests  of  time,  I  will  not  make  a 
lengthy  opening  statement  today.   I  thank  you  for  assembling 
many  able  witnesses  this  morning  to  testify  and  render  their 
opinions  on  the  Administration's  proposed  FY  94  budget  for  the 
Small  Business  Administration. 

As  we  heard  last  week  from  our  new  Administrator,  Erskine 
Bowles,  the  Administration  would  like  to  make  some  changes  in 
SBA  loan  programs,  most  notably  the  7(a)  general  business  loan 
guarantee  program,  to  reduce  the  taxpayer's  exposure,  reduce  loss 
rates,  and  provide  more  loans  per  appropriated  dollar.  These 
changes  include  reducing  the  government  guarantee  level  from  an 
average  of  81  percent  to  75  percent,  and  charging  a  .5  percent  fee 
on  the  unpaid  guaranteed  principal  balance  for  sales  of  loans  in 
the  secondary  market.  Such  proposals  are  not  necessarily  new, 
having  been  put  forward  unsuccessfully  by  previous 
Administrations.   However,  I  believe  we  ought  to  carefully 
consider  these  proposals,  and  the  input  of  our  witnesses,  to 
determine  whether  such  initiatives  could  be  implemented  without 
imposing  further  harm  the  small  business  lending  climate. 

In  addition  to  the  7(a)  program,  we  will  hear  from 
knowledgeable  witnesses  on  the  proposed  funding  levels  for  the 
502  and  504  loan  programs,  the  Small  Business  Investment 
Company  program,  the  Small  Business  Development  Centers,  and 
the  many  other  outreach  and  business  assistance  programs 
conducted  through  the  SBA.   I  look  forward  to  all  of  your 
testimony,  as  it  will  be  very  helpful  to  this  Committee  in  assessing 
the  SBA  budget  proposal.  Thank  you. 
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STATEMENT  FOR 

CONGRESSMAN  FLOYD  H.  FLAKE 

BEFORE  THE  COMMITTEE  ON  SMALL  BUSINESS 

MAY  27,  1993 

GOOD  MORNING  MR.  CHAIRMAN  AND  MEMBERS  OF  THE  SMALL  BUSINESS 
COMMITTEE.  I  WOULD  LIKE  TO  WELCOME  OUR  PANEL  OF  WITNESSES  AND  I 
LOOK  FORWARD  TO  THEIR  INSIGHT  RELATING  TO  THE  SMALL  BUSINESS 
ADMINISTRATION'S  BUDGET  REQUEST. 

LAST  WEEK  WE  HAD  THE  OPPORTUNITY  TO  HEAR  FROM  THE 
ADMINISTRATOR  OF  THE  SMALL  BUSINESS  ADMINISTRATION,  ERSKINE  BOWLES. 
DURING  THAT  TIME  THE  ADMINISTRATOR  PROVIDED  US  WITH  SOME  INSIGHT 
AS  TO  THE  RATIONALE  BEHIND  THE  SBA's  BUDGET  REQUEST.  NOW  I  WELCOME 
OUR  WITNESSES  AND  HOPE  THAT  THEY  CAN  PROVIDE  US  WITH  THE  INDUSTRY 
PERSPECTIVE  ON  THIS  BUDGET  AND  ITS  AFFECT  ON  SMALL  BUSINESSES 
LENDING  AND  INVESTMENT. 

WHILE  I  CONCUR  WITH  THE  ASSERTION  THAT  WE  MUST  ALL  SACRIFICE 
FOR  THE  SAKE  OF  DEFICIT  REDUCTION,  WE  CANNOT  UNNECESSARILY  HARM 
SECTORS  OF  OUR  ECONOMY  THAT  HAVE  PROVEN  SUCCESSFUL  IN  SPURRING 
GROWTH  AND  JOB  OPPORTUNITY.  WITH  THAT  IN  MIND,  I  AM  INTERESTED  IN 
THE  WITNESSES  PERSPECTIVE  RELATING  TO  REDUCING  THE  FEDERAL 
GUARANTEE  ON  LOANS  FROM  AN  AVERAGE  OF  81  PERCENT  TO  AN  AVERAGE  OF 
75  PERCENT.  THIS  INITIATIVE  IS  AIMED  AT  SAVING  $102  MILLION  IN 
1994,  BUT  WILL  THE  CONSEQUENCES  OF  SUCH  AN  ACTION  OUTWEIGH  THE 
GAINS? 

AS  WE  LOOK  AT  THE  ADMINISTRATION'S  BUDGET  PROPOSAL,  I  WANT  TO 
BE  CLEAR  ON  HOW  THE  SPECIFIC  INITIATIVES  MAY  AFFECT  OUR  NATIONS 
HISTORICAL  JOB  CREATOR.  WE  ARE  ALL  WELL  AWARE  OF  IMPORTANCE  OF  THE 
SMALL  BUSINESS  SECTOR;  NOW  WE  MUST  SUPPORT  THE  NECESSARY  EFFORTS 
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TO  STRENGTHEN  THEM. 

AGAIN,  I  WELCOME  OUR  WITNESSES  AND  AWAIT  THEIR  TESTIMONY. 


bsta20 
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OPENING  STATEMENT  OF  RONALD  K.  MACHTLEY 

COMMITTEE  ON  SMALL  BUSINESS 

HEARING  ON  THE  SMALL  BUSINESS  ADMINISTRATION'S  BUDGET 

MAY  19,  1993 

Thank  you,  Mr.  Chairman.   And  I  thank  the  panel  for  agreeing 
to  come  here  today  to  testify  on  the  Small  Business 
Administration's  budget. 

The  Clinton  Administration  has  outlined  numerous  initiatives 
that  are  intended  to  help  small  businesses.   Indeed,  with  88 
percent  of  all  registered  companies  classified  as  small 
businesses,  it  is  clear  that  we  must  focus  on  helping  them  stay 
competitive  in  an  ever  changing  market. 

Let  me  state  first  off  that  I  am  a  strong  supporter  of 
numerous  SEA  initiatives  that  are  designed  to  provide  small 
businesses  with  management  and  technical  assistance,  and  to 
assist  these  businesses  in  acquiring  much-needed  capital  in  order 
to  expand  operations  or  enhance  research  and  development  efforts. 

Given  the  ongoing  credit  crunch  throughout  New  England,  and 
in  many  other  parts  of  the  country,  it  is  important  that  small 
businesses  have  alternatives  to  traditional  lending 
opportunities.   I  find  this  especially  true  in  my  state  of  Rhode 
Island  which,  according  to  the  SBA  publication  "The  State  of 
Small  Business:  1992,"  is  ranked  number  1  throughout  the  nation 
in  small  business  failures.   The  SBA  7(a)  program  was 
specifically  designed  to  encourage  banks  to  lend  to  more  "risky" 
businesses.   This  program  has  helped  provide  hundreds  of  Rhode 
Island  entrepreneurs  with  the  capital  needed  to  start  and  stay  in 
business.   In  1993,  the  Rhode  Island  SBA  office  has  already 
handled  over  80  loans  worth  almost  $19  million.   So,  as  you  can 
see,  the  SBA  plays  a  major  role  in  lending  money  to  needy  Rhode 
Island  businesses. 

Given  this  important  role,  I  am  a  bit  concerned  about  the 
Administration's  proposal  to  reduce  the  guarantee  level  for  7(a) 
loans.   Mr.  Wilfong,  of  the  American  Bankers  Association, 
captured  the  essence  of  the  problem  behind  this  proposal:  "By 
mandating  a  transfer  of  additional  risk  from  SBA  back  to  the 
lender,  the  SBA,  in  essence,  is  stating  that  it  is  looking  for 
more  credit-worthy  borrowers  to  include  in  it's  portfolio  of 
guaranteed  loans.   This  would  suggest  that  the  SBA  is  moving 
farther  away  from  it's  original  purpose  of  helping 
undercapitalized  small  business  ventures,  and,  instead,  is  more 
interested  in  bank  eligible  credits,  many  of  which  are  currently 
being  funded  by  the  banking  community  without  a  guarantee." 
There  is  no  doubt  in  my  mind  that  if  guarantee  levels  are 
reduced,  banks,  especially  in  states  like  Rhode  Island  where 
there  is  a  history  of  bank  failure,  will  be  less  willing  to 
approve  loans  to  more  risky  start-ups. 
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Rather  than  hoping  for  lending  activity  to  increase  through 
reductions  in  SBA  loan  guarantees,  I  would  suggest  that  a  more 
sure-fire  way  of  increasing  lending  is  to  simply  make  sure  that 
the  7(a)  loan  program  is  fully-funded.   Last  year  our  committee 
authorized  funding  to  support  $6.2  billion  in  7(a)  loan 
guarantees.   However,  appropriators  felt  that  the  need  was  much 
less  -  about  $3  billion  less.   Demand  for  this  program  is  running 
at  $9  billion  a  year  so  we  clearly  need  to  support  authorization 
levels  at  the  very  least. 

I  would  also  suggest  that  more  needs  to  be  done  to  remove 
regulatory  barriers  in  the  banking  industry.   Legislation,  such 
as  the  Economic  Growth  and  Financial  Institutions  Regulatory 
Paperwork  Reduction  Act  of  1993,  would  increase  the  amount  of 
credit  available  to  small  and  medium  sized  businesses  by 
alleviating  the  banking  industry  of  regulatory  micromanagement. 
This  proposal  represents  a  comprehensive  approach  to  promoting 
economic  growth  and  eliminating  regulatory  red  tape  without 
threatening  the  soundness  of  the  nation's  financial  institutions. 
By  minimizing  the  government's  role  in  regulatory  oversight,  this 
legislation  would  help  ease  the  credit  crunch  that  small 
businesses  are  still  experiencing. 

Another  idea  that  I  support,  which  is  gaining  steam  in 
Congress  and  the  Private  sector,  is  the  creation  of  a  secondary 
market  for  small  business  loans.   The  sale  of  securities  by  the 
private  sector,  which  are  backed  by  small  business  loans,  would 
create  a  strong  secondary  market  benefiting  bankers,  small 
businesses  and  investors.   In  1984,  regulatory  impediments  to 
selling  securities  were  removed  from  the  housing  industry  through 
the  formation  of  a  secondary  market  which  pooled  residential 
mortgages.   Creating  such  a  market  for  small  business  loans  would 
encourage  capital  investment  rather  than  discouraging  it  under 
current  regulations. 

There  are  other  programs  under  the  SBA  which  deserve  notice; 
like  the  Small  Business  Development  Centers.   I  have  been  very 
impressed  with  Rhode  Island's  Small  Business  Development  Center 
Program  (RISBDC)  which  is  operated  out  of  Bryant  College  in 
Smithfield.   This  program,  administered  with  SBA  funds  and 
supplemented  with  state  and  private  contributions,  provides  low- 
cost  training  and  one-on-one  consulting  on  a  variety  of  business 
topics.  In  addition,  RISBDC  provides  procurement  assistance  to 
help  companies  sell  goods  and  services  to  the  federal  government 
as  well  as  assisting  businesses  in  development  of  R&D  proposals 
for  submission  under  the  Small  Business  Innovation  Research 
Program.   Most  notably,  RISBDC  runs  a  highly  successful 
Entrepreneurship  Training  Program  which  helps  assist  displaced 
workers  in  developing  new  businesses.   With  the  eminent  defense 
draw-down,  RISBDC  is  also  working  closely  with  the  Rhode  Island 
Department  of  Economic  Development  and  other  parties  to  develop  a 
smoother  transition  from  a  defense  to  civilian  economy. 
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In  the  coming  months,  our  committee  will  be  presented  with 
the  task  of  passing  legislation  to  keep  the  SBA  in  business.   If 
we  are  genuinely  concerned  about  small  businesses  acquiring  the 
credit  they  need  to  fuel  our  economy,  it  is  clear  that  we  have  to 
take  immediate  action  to  reduce  regulatory  micromanagement  and  to 
increase  lending  to  small  businesses  through  the  SBA  and  the 
private  sector.   I  believe  that  it  would  be  penny  wise  and  pound 
foolish  to  neglect  the  financing  needs  of  small  firms  at  a  time 
when  Rhode  Island,  and  the  rest  of  the  nation,  desperately  needs 
the  jobs  and  economic  development  small  businesses  generate. 
Thank  you,  again,  gentlemen  for  coming  before  us  today  to  address 
the  effects  future  government  policies  will  have  on  small 
businesses.   I  look  forward  to  hearing  your  testimony. 
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STATEMENT  BY  CONGRESSMAN  JIM  RAMSTAD 

BEFORE  THE  HOUSE  SMALL  BUSINESS  COMMITTEE 

May  27,  1993 

HEARING  ON  THE  SBA'S  FY  1994  BUDGET  REQUEST 

Mr.  Chairman,  I  am  pleased  to  welcome  this  distinguished  panel  of  witness  today  to  discuss 
the  SBA's  budget  request  for  fiscal  year  1994. 

I  must  say  I  was  extremely  impressed  with  the  new  SBA  Administrator,  Erskine  Bowles, 
when  he  testified  before  this  Committee  recently.    It  certainly  appears  his  background  will 
give  him  the  unique  ability  to  provide  the  leadership  we  need  at  the  SBA. 

Mr.  Chairman,  we've  all  heard  from  bankers  and  small  businesses  in  our  district  frustrated 
about  the  underfunding  of  the  SBA  this  year.    Unfortunately,  the  SBA  budget  is  consistently 
caught  in  the  middle  of  a  political  battle. 

While  this  issue  touches  on  only  one  portion  of  the  SBA  budget  issue,  it  is  particularly 
germane  this  week  as  Congress  considers  supplemental  funding  for  the  7  (a)  program. 

As  we  all  know,  the  House  passed  H.R.  4111,  the  Small  Business  Credit  Crunch  Relief  Act, 
during  the  last  session.    The  bill  authorized  Congress  to  appropriate  an  amount  to  allow  the 
SBA  to  guarantee  up  to  $6.2  billion  in  loans  during  Fiscal  Year  (FY)  1993. 

Because  the  appropriators  chose  to  fund  only  a  portion  of  the  program  -  knowing  full  well 
that  demand  for  SBA  loans  would  be  high  in  the  midst  of  an  economic  downturn  -  the  SBA 
was  forced  to  seek  supplemental  appropriations  to  make  up  the  difference. 

I  find  it  extremely  hard  to  believe  that  six-tenths  of  one  percent  could  not  have  been 
trimmed  from  the  $23  billion  overall  appropriations  bill  --  particularly  for  a  cost-effective 
program  like  7  (a)  -  and  the  program  could  have  been  funded  without  adding  to  the  deficit 
through  a  supplemental  spending  bill. 

As  we  all  know,  these  supplemental  appropriations  bills  are  targets  for  every  special  interest 
group  in  the  Congress  -  they  become  Christmas  trees.  Worthy  and  needed  programs  like  7 
(a)  get  caught  in  the  middle. 

I  certainly  hope  that  as  we  examine  the  SBA's  budget  this  year,  the  problem  we  saw  this 
year  -  and  see  so  often  -  can  be  avoided  and  the  SBA  can  do  what  it  was  designed  to  do, 
namely  provide  the  resources  to  our  small  businesses  to  help  them  do  what  they  do  best  ~ 
provide  jobs. 

Mr.  Chairman,  I  certainly  look  forward  to  reviewing  the  SBA's  specific  budget  request  with 
today's  witnesses. 
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STATEMENT  OF  CONGRESSMAN  SAM  JOHNSON 

COMMITTEE  ON  SMALL  BUSINESS 

MAY  27.  1993 

THANK  YOU  MR.  CHAIRMAN.    TD  LIKE  TO  THANK  THE 
MEMBERS  OF  OUR  DISTINGUISHED  PANEL  FOR  THEIR 
PARTICIPATION  IN  TODAY'S  HEARING.    I'D  ALSO  LIKE  TO 
WELCOME  TWO  FELLOW  TEXANS  TO  WASHINGTON  -  JOHN 
SHIVERS  FROM  FT.  WORTH  AND  DOUGLAS  KADISON  FROM 
AUSTIN. 

AS  WE  ADDRESS  REAUTHORIZING  THE  SMALL  BUSINESS 
ADMINISTRATION,  WE  MUST  CONCENTRATE  ON  GETTING 
THE  MOST  BANG  FOR  THE  BUCK.    THIS  MEANS 
STREAMLINING  ADMINISTRATIVE  COSTS,  WITHOUT 
JEOPARDIZING  THE  QUALITY  OF  LOAN  SERVICES  TO 
AMERICAN  SMALL  BUSINESSES. 

ALTHOUGH  I  AM  OPTIMISTIC  THAT  THE  SBA  PROPOSES  TO 
REDUCE  ADMINISTRATIVE  EXPENSES  BY  14%  OVER  THE 
NEXT  FTVE  YEARS,  I'M  CONCERNED  THAT  THE  SBA  IS  NOT 
EFFECTIVELY  PRIORITIZING  ITS  PROGRAMS.    FOR 
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INSTANCE,  IN  1993  THE  SBA  RECEIVED  $2.5  MILLION 
DOLLARS  FOR  THE  NATIONAL  WHITE  HOUSE  CONFERENCE. 
ALTHOUGH  NO  CONFERENCE  HAS  BEEN  HELD  SINCE  1986, 
THE  1994  BUDGET  REQUESTS  AN  ADDITIONAL  $2.5  MILLION 
DOLLARS.    I  DON'T  THINK  IT  IS  GOOD  POLICY  TO 
AUTHORIZE  ADDITIONAL  FUNDING  YEAR  AFTER  YEAR  FOR 
A  CONFERENCE  WHICH  WILL  NOT  REALISTICALLY 
MATERIALIZE  UNTIL  1995. 

IN  ADDITION,  LAST  NIGHT  WE  WITNESSED  A  TWISTING  OF 
ARMS  TO  PASS  THE  $14  MILLION  DOLLAR  SBA  TREE 
PROGRAM.  WHEN  IS  THE  SPENDING  SPREE  GOING  TO  STOP? 
DO  SMALL  BUSINESSES,  WHO  WAIT  MONTHS  TO  QUALIFY 
FOR  LOANS,  REALLY  NEED  A  TREE  PROGRAM  OR  A  WHITE 
HOUSE  CONFERENCE.    IN  MY  OPINION,  THE  MONEY 
ALLOCATED  TO  THESE  PROGRAMS  WOULD  BE  BETTER 
SPENT  TO  LEVERAGE  ADDITIONAL  LOANS. 

KEEPING  OUR  CURRENT  ECONOMIC  SITUATION  IN  MIND,  I 
CHALLENGE  THIS  COMMITTEE  TO  PRIORITIZE  THE  SBA'S 
REQUESTS  TO  ENABLE  US  TO  BALANCE  THE  BUDGET, 
WHICH  WE  ALL  KNOW  IS  BEST  FOR  AMERICAN  SMALL 
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BUSINESSES.    I  LOOK  FORWARD  TO  THE  PANEL'S 
COMMENTS  ON  THESE  AND  OTHER  ASPECTS  OF  THE 
BUDGET. 
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Mr.  Chairman  and  other  members  of  the  Committee,  my  nemie  is  Tony 
Wilkinson.  I  am  President  of  the  National  Association  of  Government 
Guaranteed  Lenders.  Inc..  commonly  known  as  NAGGL.  NAGGL  represents 
those  members  of  the  lending  community  who  are  active  participants  in  the 
SBA  7(a)  loan  program.  NAGGL's  membership  accoiuits  for  approximately 
70%  of  all  the  SBA  7(a)  lo£ms  that  are  approved  annually. 

Prior  to  accepting  my  current  position  with  NAGGL,  I  spent  13  years 
with  a  commercial  bank  where  my  primary  responsibility  was  metnaglng  the 
bank's  SBA  loan  department.  I  have  seen  first  hand  how  valuable  the  SBA 
loan  programs  are  to  small  businesses,  lenders  and  local  communities. 

I  appreciate  the  opportunity  to  again  come  before  the  Committee  eind 
discuss  the  SBA  loan  programs,  the  Administration's  budget  request  for 
fiscal  yezu-  1994.  and  the  current  funding  crisis.  These  hearings  provide  an 
opportunity  to  highlight  the  SBA.  which  through  its  loan  programs,  provides 
vital  access  to  capital  for  our  nation's  small  businesses. 

NAGGL  is  disappointed  that  the  Administration's  budget  request 
outlines  proposals  that  serve  only  to  heighten  the  effects  of  the  credit 
crunch  on  the  small  business  sector.  The  budget  request  has  two  line  items 
of  particular  concern  to  the  7(a)  lending  community: 

1)  A  decrease  in  the  7(a)  average  guaranty  percentage  to  75% 
from  81%.  and 

2)  Collection  of  a  secondauy  market  fee  of  .5%  per  annum. 
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The  proposed  reduction  in  guaranty  percentages  is  a  proposal  we 
have  seen  many  times  from  previous  Administrations.  Thcmks  to  the  efforts 
of  this  Committee,  those  proposals  have  been  rejected  in  the  past,  and  I 
hope  this  proposal  will  also  be  rejected.  Reductions  in  the  guaranty 
percentage  will  simply  serve  to  reduce  capital  availability  to  small  business. 
Banks  and  other  lenders  simply  have  limited  resources  that  cem  be  placed  in 
a  portfolio  of  long-term  loans,  the  kinds  of  loems  needed  by  small  businesses. 
Assuming  a  90%  gueiranty.  a  lender  with  $1,000,000  in  funds  available  for 
long-term  loans,  can  leverage  that  into  $10,000,000  in  guaranteed  loans 
through  the  SBA.  Reducing  the  guaranty  percentage  to  80%,  reduces  the 
leveraged  pool  of  funds  to  $5,000,000,  and  a  reduction  to  a  75%  gueiranty 
would  reduce  the  leveraged  pool  of  funds  to  $4,000,000.  As  you  can  see,  a 
reduction  in  the  guaranty  percentage  leads  to  a  reduction  in  the  availability 
of  long-term  loan  funds.  Under  this  scenario,  many  worthy  smedl  business 
borrowers  would  not  have  access  to  needed  long-term  financing,  again 
heightening  the  effects  of  the  credit  crunch  on  smeill  business. 

The  budget  proposal  Indicates  the  guaranty  percentage  decrease 
would  lead  to  better  lender  scrutiny,  lower  defaults  and  lower  loan  losses.  1 
strongly  believe  that  the  SBA  loss  rate  is  already  sufficiently  low.  The 
proposed  reductions  in  the  guaranty  percentage  would  only  serve  to  exclude 
otherwise  worthy  borrowers  from  obtaining  credit,  and  would 
disproportionately  impact  smaller  lending  Institutions.  NAGGL  urges  this 
Committee  to  oppose  any  effort  to  decrease  the  guaranty  percentage. 
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The  second  budgetary  Initiative  of  collecting  an  on-going  user  fee  of 
.5%  per  annum  runs  contrary  to  the  reason  the  secondary  meirket  was 
established.  The  secondary  market  for  SBA  loans  has  proven  to  be  an 
excellent  vehicle  for  small  businesses  to  access  capital  markets,  yet  the 
budget  proposal  would  serve  to  penzdlze  borrowers  and  lenders  who  would 
access  It.  Ironically  Mr.  Chairman,  while  you  and  other  members  of 
Congress  search  for  ways  to  expand  secondary  market  capital  accessibility 
for  small  business,  the  Administration  has  brought  forth  a  proposal  that 
could  constrict  a  secondary  market  that  Is  working  quite  well. 

Evidently.  It  Is  the  belief  of  some  that  lenders  are  "getting  rich"  on 
secondary  market  sales.  To  check  these  assumptions.  1  compared  the  gross 
Income  derived  from  an  average  $250,000  SBA  loan,  made  for  the  average 
12  years,  with  the  average  81%  and  sold  Into  the  secondary  market  at  the 
average  price  versus  a  comparable  size  loan  held  in  portfolio.  Please 
understand  that  a  lender  derives  Income  from  one  of  two  ways:  either 
collecting  the  Interest  income  or  selling  the  loan  and  collecting  fees.  In  the 
case  of  am  SBA  loan,  it  is  a  combination  of  interest  income  on  the 
unguaranteed/retained  piece  plus  fees  on  the  guaranteed /sold  piece. 

My  calculation  found  that  the  net  present  value  of  the  gross  Income 
stream  on  the  SBA  loan  fell  fsir  short  of  the  net  present  Vedue  on  the  portfobo 
loan  ($39,310  vs.  $56,986).  This  calculaUon  verifies  why  only  one-half  of 
the  loans  originated  each  year  are  sold  into  the  secondary  market.  Many 
lenders  simply  cannot  fund  long-term  loans  from  their  short-term  deposit 
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base.  The  secondary  market,  as  intended,  provides  lenders  with  access  to 
liquidity,  rather  than  providing  a  get-rich-quick  scheme.  If  that  were  the 
case,  one  symptom  would  be  a  much  higher  loan  sale  rate  than  50%. 

Another  concern  I  have  heard  is  that  the  bulk  of  SBA  loans  are  made  at 
the  legal  maximum  rate  of  Prime  +  2.75%.  This  is  simply  not  the  case.  For 
fiscal  year  1992,  according  to  the  SBA,  only  26%  of  the  loans  were  made  at 
an  interest  rate  of  Prime  +  2.5  to  Prime  +  2.75%.  The  average  loan  interest 
rate  last  year  was  Prime  +  2%,  with  1 1%  of  the  loans  being  made  at  fixed 
rates  of  interest,  and  an  additional  40%  of  the  loans  being  made  at  Prime  + 
2%  or  less.  The  fact  is  that  the  bulk  of  SBA  loans  are  made  at  rates  less  than 
the  maximum  interest  rate  of  Prime  +  2.75%.  The  next  question  would 
then  be:  How  much  would  the  average  interest  rate  increase  to  the 
borrower  should  the  proposed  structural  changes  be  enacted? 

Before  the  Administration  takes  any  action  on  any  structural  changes 
to  the  program,  I  would  suggest  that  the  subsidy  model  be  carefully 
reviewed,  as  NAGGL  believes  we  have  found  a  flaw  in  the  calculation.  The 
subsidy  model  for  the  SBA  7(a)  program  is  overstating  the  cost  of  the 
program  to  the  government  by  continuing  to  fictitiously  accrue  interest  on 
loans  in  liquidation.  At  charge-off  date,  the  SBA  charges  off  both  principal 
and  accrued  interest,  even  though  the  interest  portion  does  not  require  a 
true  advancement  of  funds.  This  overstates  the  actual  losses  incurred  by  the 
government,  and  negatively  impacts  future  users  of  the  program  by 
reporting  a  higher-than-actual  subsidy  rate. 
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In  the  private  sector,  lending  institutions  arc  required  to  place  loans 
on  non-accrual  status  when  a  loan  becomes  90-days  delinquent.  After  a  loan 
is  liquidated,  the  private  sector  only  charges  off  the  remsdning  principal 
balEince,  as  no  further  interest  has  been  accrued.  The  SBA  should  modify 
their  accounting  practices  to  reflect  this  lending  industry  st£mdard,  and 
begin  placing  defaulted  loans  on  non-accrued,  for  accounting  purposes,  at  the 
date  they  repurchase  the  guau-gmteed  portion.  This  will  more  accurately 
reflect  the  government's  required  outlays,  and  will  reduce  the  subsidy  rate 
for  this  most-important  program. 

The  two  proposed  budget  initiatives  would  supposedly  reduce  the 
subsidy  rate  for  the  SBA  7(a)  progrcmi  from  4.92%  to  2.35%.  or  a  52% 
decrease  in  the  subsidy  rate.  This  would  translate  into  a  signiflcant  increase 
in  the  cost  of  the  program  to  borrowers  and  lenders.  If  we  are  trying  to 
foster  growth  in  the  small  business  sector,  why  are  we  proposing  to  raise 
their  costs  of  obtaining  capital?  It  would  be  in  the  best  interests  of  the 
Administration,  borrowers  and  lenders  if  the  subsidy  model  was  first 
refined,  emd  then  consider  other  modifications  only  £ifter  the  Administration 
has  carefully  studied  the  impacts  which  would  result  from  the  proposed 
structural  changes. 
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The  1994  budget  requests  only  a  $155  million  appropriation  for  the 
SBA  7(a)  loan  program.  The  Administration  has  gone  on  record  supporting 
HR  2118,  the  supplemental  appropriations  bill  currently  working  its  way 
through  the  House  of  Representatives.  That  bill  would  add  $181  million  in 
appropriations,  to  the  $196  million  already  used  this  year,  to  support 
lending  for  the  last  five  months  of  this  fiscal  year,  taking  total  loan  authority 
for  the  year  to  $6.9  billion.  1  find  it  contradictory  that  the  Administration 
would  support  the  current  supplemental  appropriation  while  proposing  an 
almost  60%  appropriation  cut  for  next  year.  I  also  find  it  contradictory  that 
the  Administration  forecasts  a  decline  in  SBA  7(a)  lending,  something  that 
has  not  occurred  in  memy  years. 

The  Administration's  budget  request  has  only  addressed  the  outlay 
side  of  the  equation.  Where  is  the  discussion  about  the  revenues  these  small 
business  borrowers  create?  Any  good  business  decision  is  based  upon  a 
cost-benefit  analysis,  not  just  a  cost  analysis.  If  the  government's  analysis 
were  to  include  the  payroll,  individual  and  corporate  tax  revenues  generated 
by  SBA  borrowers,  1  am  confident  you  would  find  that  the  benefits  created  by 
this  progremi  more  than  justify  its  costs. 

The  Administration  has  also  failed  to  calculate  the  income  and  tax 
effect  that  the  proposal  would  have  on  financial  institutions.  For  example, 
let's  look  at  the  Charlotte  State  Bank  in  Port  Charlotte,  Florida,  a  small  bank 
that  originated  approximately  $7.5  million  last  year  in  SBA  7(a)  loans.    Had 
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the  Administrations  budget  proposed  been  in  place  last  year,  the  banks' 
revenues  in  their  SBA  operation  would  have  decreased  by  36%.  their  federal 
income  taxes  paid  would  have  decreased  64%,  and  the  nimiber  of  loems  the 
bank  would  have  been  able  to  make  would  have  declined.  This  bank,  as 
many  others,  absorbs  some  or  all  of  the  borrowers  guaranty  fee,  appraisal 
fees  and/or  other  loan  closing  costs.  Rest  assured  that  if  the  banks' 
revenues  are  cut  36%  they  will  look  for  other  ways  to  recoup  the  loss,  i.e., 
higher  interest  rates,  discontinue  paying  the  guaranty  fee,  etc. 

Ironically,  the  Administration's  budget  proposal  that  is  supposedly 
designed  to  save  money  for  the  government,  will,  in  my  opinion,  lead  to 
larger  budget  deficits  as  small  businesses  will  find  it  increasingly  difficult  to 
finance  their  operations.  The  government  coffers  would  lose  some  $60 
million  from  reduction  in  lender  income  tsixes  plus  the  lost  tax  revenues 
from  those  small  businesses  that  could  not  start,  expand  or  grow  because 
they  could  not  find  financing.  Borrowers  looking  for  smaller  loans,  loans 
that  are  typically  more  risky  and  more  expensive,  will  find  themselves 
squeezed  out  of  the  progrzun,  as  lenders  naturally  fund  those  loans  (with 
limited  SBA  resources)  that  are  the  easiest  to  complete  zmd  that  are  the 
most  cost  effective.  Smaller  bcuiks  will  disproportionately  harder  with  the 
changes.  With  all  of  the  foregoing  in  mind,  NAGGL  urges  this  committee  to 
strongly  oppose  the  Administration's  proposed  structural  changes  to  the 
program  that  would  serve  to  further  restrict  capital  availability  to  small 
businesses  and  increase  the  federal  deficit. 


139 


NAGGL  continues  to  receive  frequent  requests  for  information  about 
the  7(a)  program  from  lenders  throughout  the  country.  Lenders  continue  to 
dedicate  additional  resources  to  improving  their  SBA  programs.  Groups 
such  as  NAGGL  and  NADCO  are  placing  a  higher  emphasis  on  the  SBA  loan 
programs  by  holding  training  sessions  across  the  country.  Needless  to  say, 
the  budget  request  undermines  sill  these  efforts  to  appropriately  finance 
small  business.  The  $155  million  7(a)  budget  proposal  simply  will  not 
provide  enough  loan  authority,  under  any  program  structure,  to  meet  next 
years  anticipated  demzmd  by  the  nation's  smeill  businesses. 

Earlier  this  year  the  Administration,  in  conjunction  with  the  federal 
banking  regulators,  unveiled  a  program  of  regulatory  and  administrative 
changes  that  are  to  help  the  flow  of  credit  to  smaller  enterprises.  These 
new  guidelines  allow  well-managed  and  adequately  capitalized  institutions  to 
create  a  pool  of  loan  funds  of  up  to  20%  of  their  total  capital,  and  these  loans 
would  require  only  minimal  docvmientation.  Unfortunately,  this  program  is 
not  of  the  magnitude  needed  by  small  business,  and  does  not  match  the 
effectiveness  of  the  current  SBA  7(a)  program.  From  the  Interagency 
Inltlatlve/SBA  Portfolio  Comparison  that  accompanies  this  testimony,  please 
notice  that  the  amount  of  funds  in  a  lenders  "Interagency  loan  pool" 
correlates  to,  on  average,  approximately  2%  of  their  loan  portfolios.  And  not 
every  financial  institution  is  eligible  to  participate.  Rather  than  generating 
new  loans  to  small  business,  the  bankers  I  spoke  with  see  this  as  a  safety 
outlet  to  reclassify  those  performing  loans,  already  on  their  books,  that  have 
been  previously  criticized  by  the  bank  regulators. 
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On  the  same  schedule,  please  notice  the  Impact  that  the  SBA  program 
has  on  these  financial  institutions.  The  portfoUos  are  leu-ger  than  the 
"interagency  pool"  would  provide,  juid  the  SBA  portfolios  are  not  arbitrarily 
capped.  In  my  opinion,  funding  the  SBA  program  will  be  significantly  more 
beneficial  to  the  sm£dl  business  sector. 

The  good  news  for  the  small  business  sector  has  been  the  avedlability  of 
credit  through  the  SBA's  loan  programs.  Lenders  and  small  business 
borrowers  arc  turning  to  the  SBA  in  increasing  numbers,  as  the  SBA's  7(a) 
and  504  lo£in  programs  are  virtually  the  only  sources  of  long-term  financing 
for  smedl  business.  Through  the  first  half  of  FY  '93,  loan  volume  in  these  two 
programs  was  up  30%  over  the  same  period  in  FY  '92.  And  the  increase  in 
demand  is  expected  to  continue  throughout  the  rest  of  this  fiscal  year  and 
into  the  future. 

That  brings  us  to  the  immediate  problem.  The  fiscal  year  '93 
appropriation  for  the  SBA  7(a)  loan  program  has  proved  insufficient  to  meet 
the  level  of  borrower  demand.  Unless  there  is  additional  funding 
appropriations,  this  vital  loan  program  could  be  irrepeirably  damaged  in  the 
near  future.  This  disruption  in  the  availabiUty  of  SBA  guaranteed  loans  is 
more  than  just  an  inconvenience.  The  scarcity  of  guaranty  authority  forces 
the  delay  or  outright  cancellation  of  lender  commitments  and  small  business 
expansion  pl£ins.  Many  small  businesses  will  find  they  are  unable  to  perform 
contracts  without  the  availability  of  credit.  Lenders  are  considering  layoffs 
due  to  the  uncertainty  of  when  additional  loan  funds  will  be  avziilable.    In 
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some  cases,  lenders  are  providing  short-term  interim  financing  until  a 
guaranteed  loan  could  be  made.  This  means  double  documentation,  more 
time,  expense  and  uncertainties  for  lenders  and  their  small  business 
customers.  I  urge  this  Committee  to  take  all  the  necessary  steps  so  that  we 
may  see  a  quick  resolution  of  this  problem. 

In  my  opinion,  the  SBA  loan  programs  are  well  managed.  These 
programs  level  out  the  playing  field  for  smaller  companies  by  providing 
them  the  ssune  access  to  affordable,  long-term  credit  enjoyed  by  larger 
corporations.  This  is  done  at  a  minimvmi  of  federal  cost  and  at  a  minimum 
of  interference  in  the  free  market  system.  NAGGL  commends  the 
Committee  for  its  past  support  of  the  SBA  and  its  loan  programs,  and  we 
urge  increased  support  now  as  the  smzdl  business  sector  plays  a  most 
important  role  in  these  economic  times.  We  must  find  ways  to  encourage 
the  entrepreneurial  spirit,  encourage  people  to  go  into  business  emd  create 
jobs,  develop  technology,  employ  people  and  generate  tax  revenues. 
Restricting  small  businesses  access  to  capital  or  raising  the  cost  of  capital 
would  be  counterproductive. 

On  behalf  of  the  Directors,  all  the  members  of  NAGGL  smd  the  smsill 
business  borrowers  we  serve,  1  thank  you  for  this  opportunity  to  again  come 
before  this  Committee.  Mr.  Chairman,  NAGGL  pledges  its  active  cooperation 
in  working  with  you  and  the  Committee  on  small  business  financing  issues. 
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NAGGL — Net  present  value  of  SBA  loan  cash  flow — sale  for  premii 


Loan  Amount:  *2S0, 0(9(9 

Payment  amt:  2,706.13 
Guaranteed 

amt  (81'/.):  «2e2,5ee 


Term: 
Int  rate: 


144  months 

8 .  eev. 


Mo 

0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

36 

37 

38 

39 

40 

41 

42 

43 

I   44 


Ending 

Principal 

Balance 


250 
248 
247 
246 
245 
244 
243 
242 
241 
240 
239 
238 
237 
235 
234 
233 
232 
231 
230 
229 
227 
226 
225 
224 
223 
221 
220 
219 
218 
216 
215 
214 
213 
211 
210 
209 
207 
206 
205 
203 
202 
201 
199 
198 
197 


, 000 . 00 
,960.54 
,914.14 
,860.77 
,800.38 
,732.91 
,658.34 
,576.59 
,487.64 
,391.43 
,287.90 
,177.02 
,058.74 
,933.00 
,799.76 
,658.96 
,510.55 
,354.49 
,190.72 
,019.19 
,839.86 
,652.66 
,457.55 
,254.46 
,043.36 
,824.19 
, 596 . 88 
,361.40 
,117.68 
,865.66 
,605.30 
,336.54 
,059.32 
,773.58 
,479.27 
,176.34 
,864.71 
,544.35 
,215.18 
,877.15 
,530.20 
,174.27 
, 809 . 30 
,435.23 
,052.00 


Sold 
Balance 
Ce  81*/.) 

202 , 500 . 00 
201,658.03 
200,810.45 
199,957.22 
199,098.31 
198,233.66 
197,363.25 
196,487.04 
195,604.99 
194,717.05 
193,823.20 
192,923.39 
192,017.58 
191,105.73 
190,187.80 
189,263.75 
188,333.55 
187,397.14 
186,454.48 
185,505.55 
184,550.28 
183,588.65 
182,620.61 
181,646.12 
180,665.12 
179,677.59 
178,683.48 
177,682.73 
176,675.32 
175,661.19 
174,640.29 
173,612.60 
172,578.05 
171,536.60 
170,488.21 
169,432.83 
168,370.42 
167,300.92 
166,224.30 
165,140.49 
164,049.46 
162,951.16 
161,845.53 
160,732.54 
159,612.12 


Interest  Serv. 

Spread    Fee 

(1)       (2) 


178.13 
177.38 
176.64 
175.89 
175.13 
174.37 
173.61 
172.84 
172.06 
171.28 
170.49 
169.70 
168.90 
168.10 
167.29 
166.48 
165.66 
164.84 
164.01 
163.18 
162.34 
161.49 
160.64 
159.78 
158.92 
158.05 
157.18 
156.29 
155.41 
154.52 
153.62 
152.71 
151.80 
150.89 
149.97 
149.04 
148.10 
147.16 
146.22 
145.26 
144.30 
143.34 
142.36 
141.39 


168.75 
168.05 
167.34 
166.63 
165.92 
165.19 
164.47 
163.74 
163.00 
162.26 
161.52 
160.77 
160.01 
159.25 
158.49 
157.72 
156.94 
156.16 
155.38 
154.59 
153.79 
152.99 
152.18 
151.37 
150.55 
149.73 
148.90 
148.07 
147.23 
146.38 
145.53 
144.68 
143.82 
142.95 
142.07 
141.19 
140.31 
139.42 
138.52 
137.62 
136.71 
135.79 
134.87 
133.94 


Net  present  value 

(3)  of  interest 

spread  over  life 

of  loan  «10,e27 

Net  present  value 

of  1'/.  servicing 

fee  over  life  of 

loan  10,257 


Premium  received 

from  sale  of 

guaranteed 

portion  of  loan      16,225 


Total  present 
value  of  cash 
flows  «39,310 


(1)  Interest  spread  based 
on  cost  of  funds  at  3.57.. 

(2)  Servicing  fee  based  on 
1*/.  (annualized)  of  sold 
balance. 

(3)  Net  present  values 
calculated  based  on 
discount  rate  of  8.0'/.,  the 
note  rate. 


144 


45 

195, 

659. 

55 

158, 

484. 

23 

140. 

40 

133. 

01 

46 

194, 

257. 

81 

157, 

348. 

83 

139. 

41 

132. 

07 

47 

192, 

846. 

73 

156, 

205. 

85 

138. 

41 

131. 

12 

48 

191, 

426. 

25 

155, 

055. 

26 

137. 

40 

130. 

17 

49 

189, 

996. 

29 

153, 

897. 

00 

136. 

39 

129. 

21 

50 

188, 

556. 

80 

152, 

731. 

01 

135. 

37 

128. 

25 

51 

187, 

107. 

72 

151, 

557. 

25 

134. 

35 

127. 

28 

52 

185, 

648. 

97 

150, 

375. 

66 

133. 

31 

126. 

30 

53 

184, 

180. 

50 

149, 

186. 

20 

132. 

27 

125. 

31 

54 

182, 

702. 

24 

147, 

988. 

81 

131. 

23 

124. 

32 

55 

181, 

214. 

12 

146, 

783. 

44 

130. 

18 

123. 

32 

56 

179, 

716. 

08 

145, 

570. 

03 

129. 

12 

122. 

32 

57 

178, 

208. 

06 

144, 

348. 

53 

128. 

05 

121. 

31 

58 

176, 

689. 

98 

143, 

118. 

88 

126. 

97 

120. 

29 

59 

175, 

161. 

78 

141, 

881. 

04 

125. 

89 

119. 

27 

60 

173, 

623. 

39 

140, 

634. 

95 

124, 

80 

118. 

23 

61 

172, 

074. 

75 

139, 

380. 

55 

123. 

71 

117. 

,20 

62 

170, 

515. 

,79 

138, 

117. 

79 

122. 

,60 

116, 

,15 

63 

168, 

946. 

,43 

136, 

,846. 

61 

121. 

,49 

115. 

,10 

64 

167, 

366. 

,60 

135, 

,566. 

,95 

120. 

,37 

114. 

.04 

65 

165, 

,776. 

,25 

134, 

,278. 

,76 

119. 

,25 

112. 

,97 

66 

164, 

,175. 

,29 

132, 

,981. 

,99 

118. 

,12 

111. 

,90 

67 

162, 

,563. 

,66 

131, 

,676. 

.57 

116. 

,97 

110. 

.82 

68 

160, 

,941. 

,29 

130, 

,362. 

,45 

115. 

,83 

109, 

,73 

69 

159, 

,308, 

,10 

129, 

,039. 

,56 

114. 

,67 

108, 

.64 

70 

157, 

,664, 

.02 

127, 

,707. 

,86 

113. 

.51 

107, 

,53 

71 

156, 

,008, 

.99 

126, 

,367. 

,28 

112, 

.34 

106, 

.42 

72 

154, 

,342, 

.91 

125, 

,017. 

,76 

111, 

.16 

105, 

.31 

73 

152, 

,665, 

.74 

123, 

,659, 

.25 

109, 

.97 

104, 

.18 

74 

150, 

,977, 

.38 

122, 

,291. 

.67 

108, 

.77 

103, 

.05 

75 

149, 

,277, 

.76 

120, 

,914, 

.99 

107, 

.57 

101, 

.91 

76 

147, 

,566, 

.81 

119, 

,529, 

.12 

106, 

,36 

100, 

,76 

77 

145, 

,844. 

.46 

118, 

,134, 

.01 

105, 

.14 

99 

.61 

78 

144, 

,110 

.63 

116, 

,729, 

.61 

103, 

,91 

98 

.45 

79 

142, 

,365 

.23 

115 

,315, 

.84 

102 

.68 

97 

.27 

80 

140, 

,608 

.20 

113 

,892 

.64 

101 

.44 

96 

.10 

81 

138 

,839 

.46 

112 

,459 

.96 

100 

.18 

94 

.91 

82 

137 

,058 

.92 

111 

,017 

.73 

98 

.92 

93 

.72 

83 

135 

,266 

.52 

109 

,565 

.88 

97 

.65 

92 

.51 

84 

133 

,462 

.16 

108 

,104 

.35 

96 

.38 

91 

.30 

85 

131 

,645 

.78 

106 

,633 

.08 

95 

.09 

90 

.09 

86 

129 

,817 

.29 

105 

,152 

.00 

93 

.80 

88 

.86 

87 

127 

,976 

.60 

103 

,661 

.05 

92 

.49 

87 

.63 

88 

126 

,123 

.65 

102 

,160 

.16 

91 

.18 

86 

.38 

89 

124 

,258 

.34 

100 

,649 

.26 

89 

.86 

85 

.13 

90 

122 

,380 

.60 

99 

,128 

.29 

88 

.53 

83 

.87 

91 

120 

,490 

.34 

97 

,597 

.18 

87 

.20 

82 

.61 

92 

118 

,587 

.48 

96 

,055 

.86 

85 

.85 

81 

.33 

93 

116 

,671 

.93 

94 

,504 

.26 

84 

.49 

80 

.05 

94 

114 

,743 

.61 

92 

,942 

.32 

83 

.13 

78 

.75 

95 

112 

,802 

.44 

91 

,369 

.97 

81 

.75 

77 

.45 

96 

110 

,848 

.32 

89 

,787 

.14 

80 

.37 

76 

.14 

97 

108 

,881 

.18 

88 

,193 

.75 

78 

.98 

74 

.82 

98 

106 

,900 

.92 

86 

,589 

.75 

77 

.58 

73 

.49 

99 

104 

,907 

.46 

84 

,975 

.05 

76 

.17 

72 

.16 

100 

102 

,900 

.71 

83 

,349 

.58 

74 

.75 

70 

.81 
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lai 

100, 

,880. 

,59 

81, 

,713. 

.28 

73. 

32 

69. 

.46 

102 

98, 

,846. 

,99 

80, 

,066. 

.06 

71, 

,88 

68. 

.09 

103 

96, 

,799. 

,84 

78, 

,407. 

.87 

70. 

,43 

66. 

,72 

104 

94, 

,739. 

,04 

76, 

,738. 

.62 

68. 

,97 

65. 

,34 

105 

92, 

,664. 

,51 

75, 

,058. 

.25 

67. 

,50 

63. 

.95 

106 

90, 

,576. 

,14 

73, 

,366. 

.67 

66. 

,02 

62. 

.55 

107 

88, 

,473. 

,85 

71, 

,663. 

.82 

64. 

,54 

61. 

.14 

108 

86, 

,357. 

,54 

69, 

,949. 

.61 

63. 

,04 

59. 

.72 

109 

84, 

,227. 

,13 

68, 

,223. 

.97 

61. 

53 

58. 

.29 

110 

82, 

,082. 

,51 

66, 

,486. 

.83 

60. 

,01 

56. 

.85 

111 

79, 

,923. 

,59 

64, 

,738. 

.11 

58. 

,48 

55. 

.41 

112 

77, 

,750. 

,29 

62, 

,977. 

,73 

56. 

,95 

53. 

.95 

113 

75, 

,562. 

,49 

61, 

,205. 

,62 

55, 

,40 

52. 

.48 

114 

73, 

,360. 

,11 

59, 

,421. 

.69 

53, 

,84 

51. 

.00 

115 

71, 

,143. 

.04 

57, 

,625. 

.87 

52, 

.27 

49. 

.52 

116 

68, 

,911. 

,20 

55, 

,818. 

.07 

50, 

.69 

48. 

.02 

117 

66, 

,664. 

,48 

53, 

,998, 

.23 

49. 

.10 

46, 

,52 

118 

64, 

,402, 

.78 

52, 

,166, 

.25 

47. 

,50 

45, 

,00 

119 

62, 

,126. 

,00 

50, 

,322, 

,06 

45, 

,89 

43, 

.47 

120 

59, 

,834. 

.04 

48, 

,465, 

.57 

44, 

,26 

41. 

.94 

121 

57, 

,526, 

,80 

46, 

,596, 

.71 

42, 

,63 

40, 

.39 

122 

55, 

,204, 

.18 

44, 

,715, 

.39 

40, 

.99 

38, 

.83 

123 

52, 

,866, 

.08 

42, 

,821, 

.52 

39, 

.33 

37, 

.26 

124 

50, 

,512, 

.39 

40, 

,915, 

.03 

37, 

,67 

35, 

.68 

125 

48, 

,143, 

.00 

38, 

,995, 

.83 

35, 

.99 

34, 

.10 

126 

45, 

,757, 

.83 

37, 

,063, 

.84 

34, 

.30 

32, 

.50 

127 

43, 

,356, 

.75 

35, 

,118, 

.96 

32, 

.60 

30, 

.89 

128 

40, 

,939, 

.66 

33, 

,161, 

.12 

30, 

.89 

29, 

.27 

129 

38, 

,506, 

.46 

31, 

,190, 

.23 

29, 

.17 

27, 

.63 

130 

36, 

,057, 

.04 

29, 

,206, 

.20 

27, 

.44 

25, 

.99 

131 

33, 

,591, 

.29 

27, 

,208, 

.94 

25, 

.69 

24, 

.34 

132 

31, 

,109, 

.10 

25, 

,198, 

.37 

23, 

.93 

22 

.67 

133 

28, 

,610, 

.36 

23, 

,174 

.39 

22, 

.17 

21 

.00 

134 

26, 

,094, 

.96 

21, 

,136 

.92 

20, 

.38 

19 

.31 

135 

23, 

,562, 

.80 

19, 

,085, 

.87 

18, 

.59 

17, 

.61 

136 

21, 

,013, 

.75 

17, 

,021, 

.14 

16, 

.79 

15 

.90 

137 

IB, 

,447, 

,71 

14, 

,942, 

.65 

14, 

.97 

14 

.18 

138 

15, 

,864, 

.57 

12 

,850 

.30 

13 

.14 

12 

.45 

139 

13, 

,264, 

.20 

10 

,744 

.00 

11, 

.30 

10 

.71 

140 

10, 

,646, 

.49 

8 

,623 

.66 

9, 

.45 

8 

.95 

141 

e, 

,011 

.34 

6 

,489 

.19 

7, 

.59 

7 

.19 

142 

5, 

,358 

.62 

4 

,340 

.48 

5 

.71 

5 

.41 

143 

2, 

,688 

.21 

2 

,177 

.45 

3 

.82 

3 

.62 

144  (.00)  (.00)  1.92  1.81 

Total    cash    received  «14,929    «14,143 
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NACGL — Net  present  value  of  SBA  loan  cash  flow — loan  not  sold 


Loan  Amount:   ♦250,000 
Payment  amt:   2,706.13 


Term: 
Int  rate; 


144  months 
8 .  00'/. 


End 

ling 

Interest 

Principa 

il 

Spread 

Month 

Bal 

ancE 

(1) 

0 

250, 

000. 

00 

1 

248, 

960. 

54 

937. 

50 

2 

247, 

914. 

14 

933. 

60 

3 

246, 

860. 

77 

929. 

68 

4 

245, 

800. 

38 

925. 

73 

5 

244, 

732. 

91 

921. 

75 

6 

243, 

658. 

34 

917. 

75 

7 

242, 

576. 

59 

913. 

72 

8 

241, 

487. 

64 

909. 

66 

9 

240, 

391. 

43 

905. 

,58 

10 

239, 

287. 

90 

901. 

,47 

11 

238, 

177. 

02 

897. 

,33 

12 

237, 

,058. 

,74 

893. 

,16 

13 

235, 

,933. 

,00 

888. 

,97 

14 

234, 

,799. 

76 

864. 

,75 

15 

233, 

,658. 

,96 

880. 

,50 

16 

232, 

,510. 

,55 

876. 

,22 

17 

231, 

,354. 

,49 

871. 

,91 

IB 

230, 

,190. 

,72 

867. 

,58 

19 

229, 

,019. 

,19 

863. 

,22 

20 

227, 

,839. 

,86 

858. 

.82 

21 

226, 

,652. 

,66 

854, 

,40 

22 

225, 

,457. 

,55 

849. 

.95 

23 

224, 

,254. 

,46 

845. 

.47 

24 

223, 

,043. 

,36 

840. 

,95 

25 

221, 

,824, 

,19 

836. 

.41 

26 

220, 

,596. 

,88 

831, 

.84 

27 

219, 

,361, 

,40 

827. 

.24 

28 

218, 

,117. 

,68 

822, 

.61 

29 

216, 

,865, 

.66 

817, 

.94 

30 

215, 

,605. 

.30 

813, 

.25 

31 

214, 

,336, 

.54 

808, 

.52 

32 

213, 

,059, 

.32 

803 

.76 

33 

211, 

,773, 

.58 

798 

.97 

34 

210, 

,479, 

.27 

794, 

.15 

35 

209 

,176, 

.34 

789 

.30 

36 

207 

,864 

.71 

784 

.41 

37 

206 

,544 

.35 

779 

.49 

38 

205 

,215 

.18 

774 

.54 

39 

203 

,877 

.15 

769 

.56 

40 

202 

,530 

.20 

764 

.54 

41 

201 

,174 

.27 

759 

.49 

42 

199 

,809 

.30 

754 

.40 

43 

198 

,435 

.23 

749 

.28 

44 

197 

,052 

.00 

744 

.13 

45 

195 

,659 

.55 

738 

.94 

46 

194 

,257 

.81 

733 

.72 

Net  present  value  (2) 
of  interest  spread  over 
life  of  loan 


(1)  Interest  spread 
based  on  cost  of  funds 
at  3.5V.. 

(2)  Net  present  value 
calculated  based  on 
discount  rate  of  8.0*/., 
the  note  rate. 


«56,986 
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47 

192, 

846.73 

728. 

47 

48 

191, 

426.25 

723. 

18 

49 

189, 

996 . 29 

717. 

85 

50 

188, 

556.80 

712. 

49 

51 

187, 

107.72 

707. 

09 

52 

185, 

648.97 

701. 

65 

53 

184, 

180.50 

696. 

18 

54 

182, 

702.24 

690. 

68 

55 

181, 

214.12 

685. 

13 

56 

179, 

716,08 

679. 

55 

57 

178, 

208.06 

673. 

94 

58 

176, 

689.98 

668. 

28 

59 

175, 

161.78 

662. 

59 

60 

173, 

623.39 

656. 

86 

61 

172, 

074.75 

651. 

09 

62 

170, 

515.79 

645. 

28 

63 

168, 

946.43 

639. 

43 

64 

167, 

,366.60 

633. 

55 

65 

165, 

,776.25 

627. 

,62 

66 

164, 

,175.29 

621. 

,66 

67 

162, 

,563.66 

615. 

,66 

68 

160, 

,941.29 

609. 

,61 

69 

159, 

,308.10 

603. 

,53 

70 

157, 

,664.02 

597. 

,41 

71 

156, 

, 008 . 99 

591, 

,24 

72 

154, 

,342.91 

585, 

,03 

73 

152, 

,665.74 

578, 

.79 

74 

150, 

,977.38 

572, 

.50 

75 

149, 

,277.76 

566. 

.17 

76 

147, 

,566.81 

559, 

.79 

77 

145, 

,844.46 

553, 

.38 

78 

144, 

,110.63 

546 

.92 

79 

142, 

,365.23 

540, 

.41 

80 

140, 

, 608 . 20 

533 

.87 

81 

138, 

,839.46 

527 

.28 

82 

137, 

,058.92 

520 

.65 

83 

135 

,266.52 

513 

.97 

84 

133 

,462.16 

507 

.25 

85 

131 

,645.78 

500 

.48 

86 

129 

,817.29 

493 

.67 

87 

127 

,976.60 

486 

.81 

88 

126 

,123.65 

479 

.91 

89 

124 

,258.34 

472 

.96 

90 

122 

, 380 . 60 

465 

.97 

91 

120 

,490.34 

458 

.93 

92 

118 

,587.48 

451 

.84 

93 

116 

,671.93 

444 

.70 

94 

114 

,743.61 

437 

.52 

95 

112 

,802.44 

430 

.29 

96 

110 

,848.32 

423 

.01 

97 

108 

,881.18 

415 

.68 

98 

106 

,900.92 

408 

.30 

99 

104 

,907.46 

400 

.88 

100 

102 

,900.71 

393 

.40 

101 

100 

,880.59 

385 

.88 

102 

98 

,846.99 

378 

.30 
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103 

96, 

799. 

84 

370. 

68 

104 

94, 

739. 

04 

363. 

00 

105 

92, 

664. 

51 

355. 

27 

106 

90, 

576. 

14 

347. 

49 

107 

88, 

473. 

85 

339. 

66 

10B 

86, 

357. 

54 

331. 

78 

109 

84, 

227. 

13 

323. 

84 

110 

82, 

082. 

51 

315. 

85 

111 

79, 

923. 

59 

307. 

81 

112 

77, 

750. 

29 

299. 

71 

113 

75, 

562. 

49 

291. 

56 

114 

73, 

360. 

11 

283. 

36 

115 

71, 

143. 

04 

275. 

10 

116 

68, 

.911. 

20 

266. 

79 

117 

66, 

,664. 

,48 

258. 

,42 

118 

64, 

,402, 

,78 

249. 

,99 

119 

62, 

,126. 

,00 

241. 

,51 

120 

59, 

,834, 

,04 

232. 

.97 

121 

57, 

,526, 

,80 

224. 

,38 

122 

55, 

,204, 

.18 

215. 

,73 

123 

52, 

,866, 

.08 

207, 

.02 

124 

50, 

,512, 

.39 

198, 

.25 

125 

48, 

,143, 

.00 

189, 

.42 

126 

45 

,757 

.83 

180, 

.54 

127 

43 

,356 

.75 

171, 

.59 

128 

40 

,939 

.66 

162 

.59 

129 

38 

,506 

.46 

153 

.52 

130 

36 

,057 

.04 

144 

.40 

131 

33 

,591 

.29 

135 

.21 

132 

31 

,109 

.10 

125 

.97 

133 

28 

,610 

.36 

116 

.66 

134 

26 

,094 

.96 

107 

.29 

135 

23 

,562 

.80 

97 

.86 

136 

21 

,013 

.75 

88 

.36 

137 

18 

,447 

.71 

78 

.80 

138 

15 

,864 

.57 

69 

.18 

139 

13 

,264 

.20 

59 

.49 

140 

10 

,646 

.49 

49 

.74 

141 

8 

,011 

.34 

39 

.92 

142 

5 

,358 

.62 

30 

.04 

143 

2 

,688 

.21 

20 

.09 

144 

( 

.00) 

10 

.08 

Total  cash  received    ♦78,572 
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The  National  Association  of 

Government  Guaranteed 

Lenders.  Inc. 


SBA  7(a)  Loan  Volume 


$In 
Billions 


(♦Projected 
Demand) 


■^  Tl  3.2 
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Appropriations 


H 1 1 1 1 1 1 1 1 

•86       '91       •««       W       *»0       '91        "SI       '93       -94 

Year 


Post  Office  Box  332  •  Stillwater.  Oklahoma  74076  •  405/377-4022  •  FAX  405/377-3931 
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Government  Guaranteed 
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Loan  Applications 
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BCOMOHIC  IMPACT  OF  SUPPLBMENTJOi  OM  SMALL  BUSINESS 

We  project  the  impact  of  the  supplemental  appropriation  based 
upon  data  from  a  two  year  study  of  the  7(a)  Guaranteed  Loan 
Program  completed  last  year  by  Price  Waterhouse.   The  impact  of  a 
business  loan  takes  several  years  to  be  realized.   Construction 
may  be  required,  workers  must  be  hired,  and  it  takes  time  for 
increased  production  to  show  up  as  increased  profit  to  the  firm. 
The  Price  Waterhouse  data  permit  a  four  year  projection  to  be 
made. 

We  project  that  a  $2.6  billion  supplemental  will  have  the 
following  economic  impact  by  1997:' 

O     110,000  NEW  JOBS 

O     A  PAYROLL  INCREASE  OF  $1.3  BILLION  PER  YEAR 

O     AN  INCREASE  IN  FEDERAL,  STATE  AND  LOCAL  TAXES  OF  $459 
MILLION  PER  YEAR 

O     INCREASED  PROFITS  OF  $788  MILLION  PER  YEAR 

We  estimate  the  first  year  employment  impact  to  be  28,000  net  new 
jobs. 

Price  Waterhouse  found  that  23%  of  the  employees  at  businesses 
with  SEA  loans  come  from  groups  that  typically  have  difficulty 
finding  employment. 

The  cost  in  actual  outlays  from  the  Federal  government  for  loan 
losses  and  SEA  salaries  and  expenses  is  $2,273  per  job. 

It  should  be  noted,  however,  that  the  study  also  measured  the  net 
impact  of  these  loans  on  the  public  treasury.   Regardless  of  how 
fast  the  businesses  grow,  how  much  of  a  burden  are  they  upon  the 
taxpayer?  We  were  able  to  compare  the  program  cost  with  the 
additional  Federal,  state  and  local  taxes  paid  as  a  result  of  the 
loans.   Costs  include  net  costs  of  loan  making  and  servicing, 
indirect  expenses,  the  cost  of  credit  risk,  and  the  net  cost  of 
honoring  SBA's  guaranty  on  defaulted  loans.   Taxes  paid  by  loan 
recipients  have  been  adjusted  to  reflect  only  that  portion  of  the 
firms'  financing  that  was  provided  by  the  SEA  loan.   SEA 
estimates  that  the  cumulative  return  on  the  government's 
investment  in  loan  guarantees  reached  264%  within  four  years. 


'  These  figures  have  been  adjusted  downward  to  reflect  (1) 
the  percentage  of  loan  recipients  that  will  not  still  be  in 
business  in  1997  and  (2)  the  percentage  of  businesses  that  could 
have  gotten  equivalent  financing  without  the  SEA  guaranty.   These 
figures  are  for  the  direct  impact  on  loan  recipients  and  do  not 
include  multiplier  effects. 
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S^TS^  ^^  ^?*  ~a 


Save  The  Small  Business  Administration 


When  President  Dill  Clinton's  stimulus  bill  died, 
one  effort  that  suffered  was  the  Small  Business  Ad- 
rn^inlstratlpn's  loan-gy.arantee  program.  Under  it,  the 
SB3  guaranlecs  90  percent  of  tlii?  money  lent  to  small 
Companies  that  can't  get  financing  elsewhere.  Now, 
(he  SEA  is  about  lo  run  out  of  money  and  to  suspend 
ihr  progrnm  This  result  flies  In  the  face  of  whu'  both 
ihe  president  nnd  Republican.-;  want. 

Snuill  businesses  create  Ihe  majority  of  now  jobs  in 
the  economy.  But  ihoy  cnni  do  it  without  capital, 
much  of  winch  they  must  borrow.  The  SBA  loan- 
guarantee  program  has  been  essential  to  Ihe  growth 
of  manv  of  them.  The  government  pledges  to  repay 
up  to  $750,000  of  any  loan  made.  That  guarantee  also 
permits  private  lenders  to  accept  long  repaymeiu 
periods,  crucial  to  small  businesses'  ability  to  man- 
age a  loan  of  any  kind. 

'  Last  year,  the  SBA  saw  a  37  percent  increase  in 
loan  demand.  Yet  the  administration,  to  save  money, 


plans  to  cut  financing  for  loan  guarantees  by  12.5 
percent  next  year.  This  move  makes  no  sense.  Re- 
plenishing and  holding  constant  the  existing  SBA 
fund  this  year  is  estimated  to  be  worth  12,000  jobs 
alone.  Cutting  the  program  would  slow  future  job 
creation.  Us  penny  wise  and  pound  foolish. 

Many  in  Congress,  as  well  as  the  White  House, 
wiinl  to  find  n  wny  to  give  the  SBA  at  least  the  money 
it  needs  lo  keep  operating  A  suppleii»cntal  appropri- 
ation is  a  possibility,  but  many  Republicans  are  still 
insisting  that  other  spending  be  cut  to  make  up  tor  it. 
This  demand  also  was  the  response  to  the  Bush 
administration's  attempt  lo  fund  the  program,  but 
Congress  couldn't  find  something  else  to  cut.  Finally, 
George  Bush  wisely  accepted  an  emergency  bill 
raising  the  federal  deficit. 

That's  what  President  Clinton  should  again  pro- 
pose, and  what  this  time  Congress  —  the  GOP  In 
particular  —  .should  support  to  restore  the  SBA. 
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Bnitcd  States  <3cnatc 

Committee  on  Small  du;^iNis$ 

VVaShinOTOM.  DC  20eiO-63SO 

July  9.  1992 

'ITic  Honorable  George  Bush 
Prcsidcni  oi  tlic  United  States 
The  While  llotisc 
16(JU  Pennsylvania  Avenue,  N.W., 
Washinctftii,  O.C.    20S00 

Dear  Mr  Pie.iident:  •  * 

We,  the  undersigned  Republican  Senators,  are  writing  to  express  our  strong 
supp('it  lor  the  Small  Business  Anmmistration's  7(a)  loan  pro-am.  The  S6A  7(a) 
[iroyram  ij  an  example  of  the  public  and  pnvaie  sectors  coming  together  successfully  to 
proDiosc  small  business  development  and  Job  cicution  with  a  minimum  of  {government 
intervention. 

Sm^il.'  business  entrepreneurs  have  l^d  the  vi-ay  in  creating  new  job  opportunities, 
particuUrly  -for  women,  minorities,  and  young  people.  Two  out  of  every  three  new  jobs 
in  the  past  decade  have  been  created  by  small  business;  and  small  business  ownership 
lilts  provided  the  best  opportunity  fur  all  Americans  to  climb  the  economic  ladder. 

The  SBA  7(a)  program  is  an  important  source  of  long-term  financing  for  the 
nation's  bmall  business  sector  which  iimply  is  not  availablr  through  nnnventional  sources. 
Small  busmesses,  which  represent  America's  entrepreneurial  spirit  and  carry  a  higher 
degree  of  risk,  cortinue  to  have  trouble  obtaining  investment  capital  and  credit. 
However,  recent  studies  conclude  that  SBA  bonowers  have  higher  sales,  create  more 
jobs,  pay  more  taxes  and  have  greater  after-tax  profits  than  small  businesses  that  have 
not  utiJ:zeu  the  SR/\  program. 

The  SBA  V(a)  program  is  one  of  the  grentest  success  stories  of  the  past  twelve 
years.  Jn  IV80  the  program  was  experienrinf  high  d»^fj«iili  ratftj.  h>it  thrnuph  hard  work 
and  proper  manaecment  SBA's  problem  loans  in  1989  were  ono-»eventh  ot  what  they 
were  in  19«U.    the  7(a)  program  is  now  operating  soundly.   Independent  studies  estimate 
that  the  govemme:it's  actual  rate  of  return  on  the  7(a)  program  may  be  ns  higl)  as 
2649!i  -  the  program  quickly  generates  far  more  m  additional  taxes  that  it  costs. 

Wc  agree  with  the  Administrarion's  ffKus  or.  creating  economic  growth  and  jobs 
by  concfntnting  on  small  business,  and  appreciate  your  commitment  to  these  goals.  This 
is  »  positivi*  (i:r«cTion  for  onr  nntion  and  fc:  the  Republican  party. 


y^^-  /Qh-rt^ 


Best  regards, 


Rtiiicn  W.  Kastcn,  Jr. 


Coiiiiie  Mack 
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The  Honornble  George  Bush 
July  Q,  1992 
Page  2 


Robert  Dole  ^ 


JcAii  McCain 


Christopher  S.  Bond 


e^&jL^ 


Bob  Packwood 


Miicjr  McCoiinell 


.^ 


Dan  Coau- 


y 


Mark  O.  Hatfield 


Qh8B^  >^^Jk^^?^^fty^^^ 


JBhn  Seymour    ^r 


Richard  G.  Luaar         r/ 


;^,.Xi^ 


Bob  Smith 
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Don  Mieklea 


vt/i// 
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Loan  lifeline  cut  off 


Small  firms 
left  without 
vital  credit 


By  ANTHONY  FAIOLA 

Herald  Business  Writer 

Since  the  U.S.  Small  Business 
Adniinislralion  ran  out  ol  money  lor 
loan  guarantees  last  week,  Vincent 
Cona  has  gotten  little  sleep. 

"I  toss  and  turn  at  night;  it's  all  I 
can  think  about,"  said  Cona,  who's 
waiting  for  a  S2S,000  federal  loan 
guarantee  to  finish  his  Speedee  Oil 
Change  &  Tune-Up  franchise  in 
Davie.  "I  can't  open  until  I  get  that 
money.  I've  got  my  life  savings 
wrapped  up  in  this  business.  Without 
that  money  soon,  I'm  .going  to  go 
bankrupt  before  I  even  open.' 

On  April  27,  the  SBA  ran  out  of 
funds  for  its  primary  guaranteed  loan 
pmpram  a  linannal  liielme  lor  many 
small  businesses  caught  in  the  credit 
crunch.  The  agency  was  counting  on 
funds  from  President  Clinton's  eco- 
nomic stimulus  package  to  carry  it 
until  October,  when  new  money  for 
the  1994  fiscal  year  kicks  in. 

But  when  Clinton's  plan  stalled  in 
the  Senate,  it  left  the  agency's  7(a)  loan 
program  —  which  makes  up  90  per- 
cent of  its  credit  packages  —  broke. 

"Since  wc  ran  out  of  money,  appli- 
cations have  been  backiogging  at  a  rate 
of  about  100  per  day, '  said  Mike 
Stamler,  an  SBA  spokesman  in  Wash- 
ington. "I  wish  I  could  be  optimistic 
about  a  return  of  the  program  soon. 
But  right  now,  we  just  don't  know  how 
long  it  will  be." 

The  program  works  this  way:  The 
SBA  acts  as  guarantors  for  up  to  90 
percent  of  a  loan,  for  a  maximum  of 
$750,000.  The  money  itself  is  lent 
from  local  banks,  which  agree  to  the 
loans  only  after  the  SBA  approves  the 
guarantees.  Borrowers  usually  have 
long  terms,  with  interest  at  going-mar- 


PL£ASESE£  LOAN,  3C 


CARL  JMTI  /  MIml  H«M  sun 

CANT  OPEN:  Vincent  Cona  says  his  Spe«dee  Oil  Change  franchise  In  Davie 
can't  open  lor  business  until  he  gets  a  $25,000  federal  loan  guarantee. 
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Politics  cuts  off 
a  credit  lifeline 
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ket  rates. 

Still,  the  SBA  hasn't  shut  its  doors  com- 
pletely. lt*s  still  issuing  a  handful  of  direct 
loans  and  loan  guarantees  for  businesses  in 
high  unemployment  districts. 

But  for  the  vast  majority  of  customers, 
there's  a  drought,  and  it's  unclear  how  long  it 
will  last.  Optimists  say  it  might  be  only  a  ^w 
weeks  before  Congress  allocates  money.  The 
SBA,  meanwhile,  still  will  evaluate  applica- 
tions, granting  letters  promising  guarantees 
to  those  who  qualify.  Banks  will  weigh  those 
letters  on  a  case-by-casc  basis,  and  possibly 
grant  portions  of  loans  before  the  guarantees 
actually  come  through.  But  in  a  worst-case 
scenario,  businesses  would  wait  until  Oct.  I 
for  their  money. 

And  for  some,  the  waiting  could  be  deadly. 

"I  went  from  bank  to  bank  to  bank;  the 
SBA'  was  my  last  hope,"  said  Bill  Pasawicz, 
who  runs  a  BP  Oil  gas  station  in  Coral 
Gables.  He  needs  a  $  1  million  loan  by  the  end 
of  the  month  to  buy  his  station  from  BP  (for- 
merly British  Petroleum),  which  is  pulling 
out  of  South  Florida. 

"Frankly,  at  this  point,  I'm  feeling  very 
insecure,"  he  said. 

In  South  Florida,  the  loans  have  grown  in 
popularity.  From  Oct.  1  to  April  30,  the 
SBA's  regional  office  in  Coral  Gables 
approved  328  loan  guarantees  for  $85  mil- 
lion. For  the  same  period  last  year.  1 75  loans 
were  approved  for  $40  million.  The  SBA's 
regional  office  handles  24  counties  in  Flor- 
ida, including  Dade,  Broward  and  Palm 
Beach,  said  Charles  Anderson,  SBA  regional 
director. 

On  Tuesday,  the  regional  office  had  a 
backlog  of  57  applications  approved,  but 
with  no  money  to  guarantee  loan& 

The  evaluations  will  last  at  least  until 
Tuesday,  when  it  might  decide  to  shelve  them 
temporarily.  For  now,  approved  businesses 
are  simply  getting  letters  saying  they  will  be 
eligible  for  guarantees. 

But  those  letters  are  no  guarantee  that 
banks  will  lend  money. 

"The  amount  we  offer  in  the  interim  will 
be  based  on  financial  risk,"  said  Peter 
McDougal,  SunBank/Miami  vice  president 
of  government  guaranteed  lending. 
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SBA's  Loan  Shortfall  Is  Big 
Setback  for  Small  Business 


LOANS:  Setback 


ByJUBESIIIVERJR. 

TIUCS  STAFF  WIITEI 

WASHINCTON-Small  buBi- 
nesses  already  reeling  from  the 
credit  crunch  suffered  a  big  set- 
back Tuesday  as  the  Small  Busi- 
new  Administration's  key  loan 
program  ran  out  of  money  and  may 
not  get  any  more  for  five  months- 

SBAs  funding  shortfall  could 
mean  that  thousands  of  financially 
■trapped  entrepreneurs— including 
many  in  the  Los  Angeles  area 
whose  businesses  were  damaged  in 
last  years  noLg— won't  be  able  to 
get  government -guaranteed  loans 
unUI  Oct  1.  the  beginning  of  the 
new  federal  fiscal  year.  SBA- 
backed  financing  has  been  virtual- 
ly the  only  source  of  long-term 
financing  for  many  small  business- 
es in  recent  years 

Bui  not  all  the  news  was  bad  for 
small  business.  The  Securlljes  and 


Exchange  Commission  on  Tuesday 
deaded  to  make  li  easier  for  small 
firms  Lo  raise  money  in  Ihe  slock 
market  The  SBC  decision  to  ease 
Ihe  regulatory  burden  on  public 
stock  offerings  of  less  than  $10 
million  will  make  it  less  costly  for 
small  companies  lo  issue  stock. 

Both  developments  underscored 
Ihe  difficulties  small  businesses 
face  in  raising  capital  amid  a  na- 
tionwide credit  crunch  brought  on 
in  part  by  stricter  banking  regula- 
tions. The  lending  environment 
could  grow  even  more  chilly  next 
month  when  new  accounting  rules 
are  expected  to  be  adopted  that  will 
force  banks  and  thrifu  lo  set  aside 
more  money  for  protected  losses  on 
bad  loans,  limiting  further  their 
ability  to  finance  small  and  medi- 
um-sized businesses. 

The  credit  crunch  has  already 

touched  off  an  avalanche  of  guar- 

Pleaac  a—  LOANS.  AS 


C«B(laBc4  rr*m  Al 

anteed-loan  reqtiesls  al  the  SBA 
that  has  depleted  Ihe  agency's 
underwriting  capacity.  [)emand  for 
SBA-backed  loans  reached  a  re- 
cord $5.6  billion  during  the  1992 
fiscal  year,  an  increase  of  more 
than  3S%  over  fiscal  1991.  About 
22.400  enlrepreneurs  sought  SBA 
loan  guarantees,  each  of  which 
costs  taxpayers  about  a  nickel  per 
dollar  of  loan  amount 

However.  last  week  Congress 
declined  to  approve  President 
Clinton's  economic  stimulus  pack- 
age, which  contained  $141  million 
in  funding  that  would  have  provid- 
ed about  SZ5  bUbon  in  new  small 
business  loans. 

Congress,  small  business  groups 
and  Administration  offldals  are 
trying  to  complete  a  proposal  lo 
keep  the  program  afloat  Bui  with 
Republicans  arguing  thai  more 
SBA  furtdlng  will  worsen  the  defi- 
cit, ll's  unclear  whether  a  compro- 
mise can  be  reached. 

"U  is  incomprehensible  to  me 
that  our  government  can  just  turn 
Its  back  on  Amencan  small  busi- 
ness." said  Anthony  Wilkinson, 
president  of  the  National  Assn.  of 
GowTunent  Guaranteed  Lenders, 
s  nonprofit  group  of  banks  and 
Institutions  acUve  in  SBA  lending 
programs-  "The  small  business 
community  is  going  to  find  it 
extremely  difTicull  lo  gd  the  capi- 
tal they  need  lo  continue  creating 
jobs  and  generating  tax  r 


In  past  years.  Ihe  SBA  some- 
times ran  out  of  money  with  a  few 
days  left  In  the  fiscal  year,  but  the 
shortfall  had  no  noticeable  effect 
on  borrowers. 

This  Ume.  said  SBA  spokesman 
Michael  Slamler.  the  SBA  will  be 
out  of  the  guaranleed-loan  busi- 
ness as  of  10  a.m.  today. 

He  added  that  the  SBA's  Glendale 
sftd  San  FYandsco  offices  were  the 
agency's  iwo  busiest  and  that  a 
prokxiged  suspensKxi  of  lending  ac- 
tivity "would  have  the  greatest 
impact  there  in  CaUfomia" 

A  congressional  contingent  led 
by  House  Speaker  Thomas  S.  Foley 
(D-Wash.)  and  Majority  Leader 
Richard  A.  Gephardt  (D-Mo.)  was 
scheduled  on  Tuesday  to  make  an 
eleventh -hour  appeal  to  President 
Oinion  to  press  Congress  on  the 
issue.  But  there  was  no  word  from 
Ihe  White  House  late  Tuesday  on 
the  outcome  of  the  meeting. 

The  news  was  more  upbeat  for 
small  companies  hoping  lo  raise 
money  In  the  stock  market 

The  new  SEC  rules  would  ex- 
pand pre-existing  regulations 
aimed  at  saving  small  companies 
time  and  expense  by  letting  them 
test  whether  their  securities  would 
be  aitncUve  to  investors  before 
filing  formal  documents. 

Normally,  companies  offering 
stock  must  issue  a  detailed  legal 
document  called  a  prospectus  that 
outlines  the  poieniiat  fmahcial  risk 
and  beneTiis  for  invest6r«. 
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Loan  Fund 
In  Danger 
AtS.B.A 


Money  Runs  Low 
As  Bill  Is  Blocked 

By  iOHN  H.  CUSHMAN  Jr. 


WASHINGTON.  April  25  -  The 
Small  Business  Administration's  pop- 
ular loan-Kuaraniee  program  will  rurv 
out  o(  money  this  week,  a  viciim  of 
the  Clinton  Administration's  inability 
to  push  Its  economic  stimulus  pack- 
age through  Congress. 

Demand  from  small  businesses  lor 
Ihc  guaranierd  loans  has  been  grow- 
ing much  tasler  than  the  budget  (or 
ihc  program,  and  beginning  on  Tues- 
day Ihe  agency  will  stop  approving 
the  loans  until  Congress  acts  In  in- 
crease the  budget,  an  agency  orflcial 
said  Friday 

Under  the  program,  businesses 
borrow  from  banks  or  other  rinancla^ 
inslilutions.  not  from  the  Govern- 
ment, which  guarantees  90  percent  of 
the  loans  Without  those  guarantees, 
many  small  businesses  cannot  bor- 
row on  affordable  terms.  The  com- 
mercial lenders  said  they  were  hop- 
ing thai  Congress  would  restore  the 
money. 

"We  Just  don't  know,"  said  Anlho- 
ny  R.  Wilkinson,  president  of  the  Na- 
tional Association  of  Government 
Guaranteed  Lenders.  "The  Jobs  bill 
was  the  vehicle  for  the  S.B.A.  to  gc. 
its  supplemental  appropriation,  and 
as  of  this  moment  In  time  I'm  not 
aware  that  any  other  vehicle  Is  mov- 
ing through  Congress." 
A  Pledge  of  Repayment 

The  Government  guaraniee 
pledges  repayment  of  up  to  $750,000, 
aiMJ  the  loans  are  commonly  made  at 
close  to  market  rates.  But  the  pro- 
gram also  provides  other  favorable 
terms,  like  long  repayment  periods, 
ihat  are  often  not  available  to  small 
businesses. 

Some  lenders  said  they  would  con- 
tinue 10  take  applications,  but  not  lor 
long. 

"In  iwo  weeks.  If  there  does  not 
seem  lo  be  a  prognosis  for  a  supple- 
mental appropriation,  the  Industry  Is 
going  to  shut  down."  said  Bailey  Bar- 
nard, president  of  the  Heller  First 
Capital  Corporation  of  San  Francisco, 
(he  small-business  lending  subsidiary 
of  Heller  Financial  Inc. 

"It's  )ust  mind  boggling  that  Con- 
gress and  the  Administration  would 
let  ihls  happen,"  he  said- 
Members  o(  Congress.  Inciudmg 
Republican  Senators  who  acted  to 
block  ihe  stimulus  package,  said  they 
believed  that  the  small-business 
loans  were  valuable  and  that  a  way 
would  be  found  to  restore  them  (or 
the  balance  of  this  year, 

"I  am  urging  that  Congress  act  on 
thai  separately,  and  to  pay  for  ii  as 
we  go."  said  Senator  Larry  Pressler, 


Loan  Plan 
In  Danger 
AtS.B.A. 

Continued  From  First  Business  PofiC 

Unlike  ihc  S.B.A  loan  provision  In 
the  stimulus  bill,  which  would  have 
been  paid  for  with  borrowed  money, 
budget  rules  require  that  any  sepa- 
rate appropriations  bill  be  offset  by 
tax  increases  or  spending  culs  in  oth- 
er programs-  That  would  make  a 
separate  bill  more  difficult  to  enact. 
Under  the  program,  the  S.B.A. 
must  put  a  small  amount  of  money 
into  reserve  for  each  loan  it  guaran- 
tees It  has  written  so  many  deals 
since  the  fiscal  year  began  In  October 
that  It  has  now  used  up  practically  all 
of  this  year's  money  and  will  have  to 
Slop  approving  loans.  It  would  take 
SMI  million  ol  additional  appropria- 
tions to  support  an  add'iional  $2,5 
billion  In  loans  over  the  $3.6  billion  in 
the  budget,  the  agency  says,  bringing 
total  lending  up  to  $6.2  billion  for  the 
year..  ^     . 

When  the  loan  program  was  in  dan- 
ger of  running  out  of  money  last  year. 
Ihe  Bush  Administration  initially  pro- 
pctted  financing  additional  guaran- 
teed loans  by  cutting  other  programs 
Alter  the  proposed  cuts  proved  politi- 
cally unpalatable  to  Congress,  the 
Administration  acquiesced  to  an 
emergency  bill  that  increased  the 
Federal  deficit. 

This  year,  however.  Republican 
Senators  steadfastly  refused  to  give 
the  same  emergency  status  to  ihe 
Clinton  stimulus  package,  of  which 
the  S  B.A  program  was  a  relatively 
small  part. 

On  Friday.  Ed  Yingllng.  the  top 
lobbyist  for  the  American  Bankers 
Association,  said  the  group  would 
step  up  its  lobbying  for  the  guarantee 


Budget  rules  make 
a  separate 
appropriations  bill 
difficult  to  enact. 


prugrbiii  and  other  measures  intend- 
ed to  spur  lending  lo  small  business- 

"Everyone  talks  about  helping 
small  business,  and  this  really  does 
go  In  the  opposite  direction  at  this 
point."  he  said. 


Cutbacks  lor  Next  Year 

Lenders  noted  that  the  Administra- 
tion was  planning  to  scale  back  the 
guarantees  next  year  to  save  money 
and  they  said  that  would  result  In 
many  small  businesses  being  unable 
to  qualify. 

The  Admlnistrallon's  budget  would 
cut  financing  for  loan  guarantees  by 
I2J  percent  The  guarantees  would 
be  cut  to  an  average  of  75  percent  of 
the  amount  borrowed,  from  the  cur- 
rent average  o(  81  percent,  and  when 
banks  resell  the  guaranteed  parts  of 
the  loans  to  investors,  as  is  commonly 
done,  an  annual  charge  of  one-half  of 
a  percentage  point  would  be  levied. 
That  would  cut  the  Govemmeni's 
costs  to  $155  million  for  the  year, 
while  allowing  It  to  guarantee  a  total 
of  $6.6  billion  In  loans  during  fiscal 

Lenders  said  that  these  proposals 
contradict  President  Clinton's  long- 
standing promises  to  spur  growth 
among  small  businesses,  which  he 
considers  the  most  effective  (ob-cre- 
atlng  strategy 

"The  Bush  and  Reagan  Adminis- 
trations proposed  the  same  thing  ev- 
ery year,  and  It  got  voted  down."  said 
Mr.  Barnard  of  Heller  First  Capital, 
"But  then  It  was  a  Republican  Ad- 
ministration that  we  knew  was 
against  the  program.  Now  you  have  a 
Democrat  saying  basically  the  same 
thing.  For  all  Clinton  is  talking  about 
supporting  small  business,  he's  noL" 

The  problems  (or  the  loan  program 
come  at  a  time  when  many  banks 
have  cut  t>ack  on  risky  loans  lo  small 
businesses  in  an  attempt  to  repair 
their  own  balance  sheets. 
Tlie  Surge  In  Demand 

From  1991  to  1992.  the  SB  A.  expe- 
rienced an  increase  of  37  percent  in 
loan  demand  For  fiscal  1992,  Con- 
gress initially  appropriated  funds  to 
support  $4  2  billion  in  loans,  but  even- 
tually raised  the  guaranteed  amount 
to  $5.6  billion.  For  fiscal  1993.  the 
Bush  Administration  received  its  re- 
quested funding  to  support  $3.6  billion 
In  loans,  in  the  last  budget  enacted 
before  Mr.  Bush  was  voted  out  of 
office. 

Since  the  fiscal  year  began  In  Octo- 
ber, however,  demand  for  the  loans 
has  again  outstripped  supply.  Lend- 
ers, pointing  out  (hat  loan  demand  is 
usually  highest  in  the  second  half  of 


In  December,  having  spent  all  the 
funds  available  for  the  first  three 
months  of  the  fiscal  year,  the  agency 
briefly  stopped  approving  guaran- 
teed loans  In  January.  It  resumed  at 
an  even  faster  pace,  on  the  assump- 
tion that  President  Clinton  would 
shortly  win  his  planned  expansion  of 
the  program.  The  Office  of  Manage- 
ment and  Budget  gave  the  agency 
permission  to  spend  as  quickly  as  it 
liked,  reserving  nothing  for  the  last 
six  months  of  the  year. 

The  Clinton  Administration  has  cs- 
limaied  that  replenishing  the  fund 
would  create  more  than  12.000  Jobs  by 
Ihe  end  of  1994. 


Continued  on  PngeC9 
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Hill  Fight  Puts  Entrepreneurs  on  Hold 

Baitle  Over  SB  A  Loan  Guarantees  Dries  Up  Funding  for  Small  firms 


Bf  MictuHle  Siiigletary 

(ieaii  BaskerviKe  is  just  (he  kind  of 
small  entrepreneur  that  Presi<fent 
Ginton  aiid  Gxigress  say  (hey  waiiC 
to  encouraKe  to  get  the  ccononiir 
moving.  Huping  tn  expand  her  Vieit- 
lu-based  docuineiit  Iraiiscriptiun 
company,  KasherviOe  persuMled  Pit- 
(riot  Naltuul  Unik  of  Rcston  to  (md 
her  $81,000  m  March. 

Bat  at  Patriot,  the  money  is  iiot 
fortbcoffling.  The  reason:  The  ban 
is  heM  up  because  Congress  has  iiot 
approved  funds  to  repieni:ih  a  widely 
used  but  financiafly  depleted  loan 


guarantee  program  run  by  the  Small 
Business  Administration. 

As  a  resuR,  Baskerville  cml  get 
the  money  she  hopes  to  use  to  cre- 
ate two  new  jobs — for  a  roarketkig 
representative  and  a  typist — aid  to 
bi^  computer  equipn^ent.  If  .she  faib 
to  obtain  the  $81,000  soon,  she  said 
she  may  have  to  ckxse  her  business 
and  biuk  for  another  jub. 

Baskerville  is  one  of  thousands  uf 
small  entrepreneurs  whose  kuns 
have  been  delayed  because  of  the 
suspension  of  the  SBA's  700  Vto- 
gram.  The  program  ran  out  of  mon- 
ey April  27  and  has  not  received 
more — a  casualty  of  the  Capitol  HiO 


battk;  over  whether  to  biHMt  goveni- 
nient  spending. 

There  is  little  oppositioa  in  Con- 
gress to  the  7(a)  program  itsctf.  But 
Sea-Ke  Minority  Leader  Robert  Dole 
(R-Kan.)  opposes  the  SBA's  prKtice 
of  using  up  the  program's  money 
early  each  year,  and  thes  coming 
back  to  Congress  fur  more. 

In  additioa,  fuiKb  for  the  7(a)  pro- 
gram for  the  rest  of  fiscal  1993  are 
pa.rt  of  aa  overall  supplemental 
spending  bifl  that  Rept^iiicans  and 
some  Democrats  are  opposing.  Op- 
pooeats  contend  that  extra  spending 
is  not  needed  right  now,  because  the 
SeeLOANaAI%C«Lt 
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LMMdkiteHawaAwNjrli- 

liMH  COMdltM  vtmtit  »U 
bOUtn  mvvleMaUl  «M«i«o|  Ml 
tku  IndoM  aMkiM*!  (wdkicHr 
riw  SBA  taM  innatM  prottMt 

«i4  ■  Mbrin*  fnup  (orUir  ioM 
pretnuD  were  dNbthtl  ibovt  ih« 
Ur«  duwM  a(  purine  tar  line 

■W«  in  MiiBi  it  tefiaa$  dm- 
me  to  Uk  SBA  pNtrim.*  NAGCL 
PmMeol  AMkoiqr  VniunM  aid- 
■Dm  i*  nr  100  loot  (0  kav*  people 
UoM  eppkcMtl  on  the  hook.* 

"n*  SBA  ptofnoi  h  bdiut  4<l' 
iilfd  with  nqueeu  lor  lOM  (lOTM- 
Mtb  bmuie  mmy  vmB  bmaieoM 
ur  onfeir  Ui  *«  (am  Inn  buka 
»itliool  Ike  kdrral  boduiis.  Many 
henken  w»  ttlurtnl  to  lend  («  o<« 
btwiieuct.  or  Mnll  oiitt  wlili  a 
tucky  Gouxal  Mum.  beixute  tlw 
builu  (ace  lovgbor  <tmd>rd:i  (mu 
bink  t«(uU«n  upaokerf  br  ■>»  «*■ 
nft  (M  kua  dtbide  aad  bMk  1hI- 
ufei. 

-We  have  to  (hid  a  var  >o  pn- 
lef  vc  Ibt  Tllility  of  oniO  buinew 
and  to  incraae  ih*  aptcty  of  unol 
bwiaea*  to  *M  to  Ike  Aoirrmn 
wKk  (ofce*  CSiUo*  told  a  omip  «( 
muU  bulivM  leaden  mevlmit  in 
WarfMWWn  bit  •eek.  Thaf.  «l»r 
«r  »0f  lud  ai  hard  aa  ••  emild  to 
Irv  lu  n«dr  an  ecumaiK'  poiKnm) 
ilkti  wnuM  iKiirlil  viuU  hir«H>«L 
We'ie  Ur»»  to  «ulu>  It  tuwr  hir 
tiiuJl  busncuei  to  apply  lor  and  to 
oblaia  loiaa  when  Ui«r  "e  appropri- 
ate and  needed  to  utood  aod  croau 

In  the  IM  aix  oxntM,  SUA  iwic* 
came  cloae  to  ihutilnf  down  th*  700 
pfotram  becaue  (unda  ran  cut  for 
the  three-fltonlh  porlod.  or  vtatt, 
fnc  which  Ihty  had  been  alouued. 
Each  timr.  the  atenr;  either  waiird 
lailil  a  new  ouarler  beiian  or  <d>- 
lauied  prmnNon  to  lav  (undadiMii- 
nalMl  lor  luture  pu  iodt. 

Thil  time.  howevK.  the  SnA  hH 
im4  >a  the  $19S  mdlinn  lh«  «n  al- 
kkrated  tK  the  pnwram  lor  hacal 
yew  IW3.  which  cnda  Sept.  M.  TTir 
utmer  >  Iwkhif  (nr  tltl  wOai 
owre  to  put  aaide  to  provide  a  khid 
U  nBMtd  to  back  a  total  o(  U  J 
bilion  in  new  km  (mnnlrv*. 

The  SM'a  pokey  hM  hern  in  imp 
up  ill  (uadini  (or  the  pmcram  by 
oieetiac  the  deound  lur  katn  guaraip 
lr««  la  lam  at  (he  atonro  kukb  out, . 
an  SBA  aoakeiaun  lakL  TV  pm- ' 
pan  it  reuibieir  undnfgoded  with 
the  oipectalion  that  the  aMncjr  wil 
rcvenw  aoppknenlll  hubut,  aaid 
ranlKMional  euO  meoihefa. 

M  thai  pnrtire  nay  chanar. 

Enkinr  8.  Buwtt*.  tha  nvwhr  ap- 
poiatcd  admmlnlor  of  th*  SHA.  it 
pCflpOMtt  to  ciA  Ihe  axranr'a  hnlffrt 
br  the  lOM  hiral  yew  by  17  wr- 
cml  to  help  cmuin  the  driicil.  He  M 
aakiit  kr  ties  mKao  far  the  IW4 
litcri  ye*r  far  the  7(a>  protean,  aad 
hat  toW  Home  aieoihort  that  he 
dotta't  ptao  to  aack  aion  11  the  ial- 
lial  aopropitalfaa  ia  itaniod  in  lidL 

1  ine  «e  are  atkfaa  far  emilib. 
becaiMa  ny  Myle  b  am  to  romo  back 
aakiai  (or  a  auppletnrat.'  aaid 
Aowleo.  a  lormer  birwiMx  amurr 
md  laveMMM  haokrr  Icim  Char- 
fall*.  NX. 


The  SOA  backed  »  twwd  «&« 
bilioa  hi  baas  I*  the  ISKbcd 
year,  la  Jacreaif  of  nnrt  ma  35 
perreai  owr  (acal  1991. -natcaoia 
to  2X4S9  kwi  ipftonla  In  I99t. 

To  aoatiiy  (or  the  pcofrin^  a 
anal  btaiaew  hn  w  pro.*  Ihal  te 
tola  tc«Htl  wu  lamed  df"  hy 
one  or  l«o  beak*,  or  let »  btak  la 
certify  thai  It  wont  lead  th»  btrt- 
Mn  oaiaay  wilhoBl  Ua  SBA  laar- 

•oif  economy  auket  a  kn  o(  loiaa 
riiky."  aaid  Kyle  S.  Sietraton,  a 
roniaiercitl  loan  repreaeotative  at 
t^ttrku  Bank.  The  llederall  goaraa- 
ie«  aDowa  ywi  to  make  more  teana. 
Ii'tcnraprolertioa.* 

lo  a  local  eaaoipfa.  Oodrirt-biaed 
Adana  National  Bank  in  ilacal  year 
1992  made  10  SBA-backed  toant 
worth  aboot  $3.1  aiHion.  ttartim 
to  Chrntal  MtOuer.  the  huK't  «(«.- 
lorofSBAkndin)!. 

So  (ar  thil  Imcal  yew.  the  bank 
hu  eoopleted  three  kans  lor  $1.7 

ilildlon  and  Iw"  «»<l"^  *'  "'•''~"  '" 
the  pipeUnr  lliat  nei-d  !>IIA  ituanm- 

•Wo  Of*  aHikw  here  "*'»««''" 
ability  to  llnami-  the  h»n«.  Tlihi 
could  be  diaaitroua  (or  aowe  huu- 
naai«.,*MUh-*aald. 

AHhoyitfi  SUA  I'M  cmUmoinl  to 
accept  ami  pro«!«»a  appluaKona. 
carh  day  the  pfnur""  1»  »"'  "I"'"'* 
kH  ffleana  a  uiiall  l>iwi"*<  n""<^  " 
uMble  l«  p«rtha«  cflulpnirnl  of 
real  eauie,  Wie  wiipk-yM* "»  "•"" 

""Vtolw-tcfni  *«M  in  'onrtha 
for  the  prupf""*  '»*'  '"^  "?"' 

SIlS!7lMl».»l-l><>S>«""< 
buaineaa. 

-ThU  te«ny  pina  a  rtum>ln  wint 
we  do.'  t.ikl  Stennwai.  who  aikleu 

llwl  Ilia  U«<k  law  »PP«W'<'<I  I"  >"'"? 
wa  III  $2  oilllioii  that  nnw  ireil  SUA 
Uk-klna. 

SoUl  Woliitt.r.  M.Modi'iii  ■"'  •>*• 
cr-Weliaier  I'riniiMit  Co.  «i  ""■•»* 
ifln.  hai  a  hiifi  "( .■<»«"«"«"• "» 

»tK)O.OllO  Inm  I'alii'*  Nalkaol  llwt 
H  nniiiMl.111  "'  I*  f'tlna  a  fcwi 
liumaulcr  Iruiii  llir  SIIA. 

Webiler  Hiiallr  cut  auiatanro 
(nwi  I'airW  Nauaul.  \x-  «"].  •««•' 
IM  went  10  n»*u  "o"  ■"  lawico 

cunipmiio  awl  bouka  liywa  t»  net  n 
kiiw  hir  hia  BtHrcar-ukl  cunnnwi.'lal 
praitbig  bniineaa. 

Walitler,  whuae  bukaiCM  bad  $C 
niOoo  hi  aafca  biat  yew  and  cnipfaya 
as  wockara,  taM  he  plana  to  i»e 
nam  of  the  lUOO.UOO  (or  waiki«« 
capital  wd  Uw  f«M  to  PNT  uO  ukl 

"1  apmil  the  taat  lour  or  (i*e  yoan 
durhii  the  recandooary  years  dodf- 
ht(  tk«  baOM  and  I  net  to  (he  pnnt 
where  I  havr  a  loan  nod  then  it'a  likr 
rm  drteied  (or  the  pmra  and  aiane- 
body  pulfa  the  rm  (mm  walnatalli 
nic  omI  I  lead  in  xarhMe,'  WelMer 
aakL  It  vakea  you  kit*  Oatk  ai  Ibe 
ayeteoL' 

•WiM  now  I  cant  grow.*  Wchater 
MaL  1  can  only  remain  atagnam.* 
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Slnilar  letter  sent  to  the.  founulngs     PwiBldant  Clinton,  CMS  Director  Panetta, 

S«netors  Buipers,  niteticil,  Pro«si«r,  Sinpcnn, 
Oxhran,  Burns,  Donenici,  Gran, 
Hatfield,  fUdclee 


•  INKIPENDLNT  BANKERS 
ASSCKJAnONOFAM 


AMERICA 

Hay  6, 1993 


The  Hooonbl*  Bob  Dola 
SeiuitB  MlnorUy  Leader 
UnlUd  StatoeSMMde 
S-230  Capital  Btulding 
Wsaluogtan.  DC  20510 

Dear  SeBator  Bob: 

Od  behalf  of  the  6,000  meoibers  of  the  lodependant  Bankers  Aaaodation  of 
America  (JBAA),  I  ant  writing  to  ask  tor  yoor  support  in  immediately  findiD^  a 
way  to  fund  the  Small  BoBineas  AdmiDiatration  (SBA)  7(&}  loan  program  for  the 
remainder  of  this  fiacal  year.  As  you  are  aware,  exintuie  appropriated  f unda  (br 
thia  -nry  Lo^MirtaBt  program  have  ruo  out.  We  would  strongly  guppwt  ao 
emergency  aupplemental  appropriations  bill  or  efforts  to  reprogram  Amda  flrom 
other  areas  to  fund  the  program  for  the  rest  of  the  year. 

It  is  iranie  that,  bow  that  there  it  widespread  recognition  tbat  arnall 
busineases  ai«  the  primaiy  aource  for  job  ereatian.  one  of  the  moat  eoceasible  and 
efficient  somves  of  small  business  fHmding  has  been  shot  down.  While 
government  overregulation  of  the  nation's  banks  has  forced  many  to  pull  back 
firom  lending,  the  SBA  guaranteed  loan  program  has  allowed  a  considerable 
nmnber  of  banks  to  find  new  outlets  for  making  jothcreatlng  loans.  And  duiing 
the  "credit  crunch,'  demand  for  SBA  loans  has  skTrocieted. 

The  SBA  loan  program  is  both  eflieiejit  and  cost-effective.  The  funds 
appropriated  to  this  progrsm  are  used  to  leverage  private  secUH*  money  at  a  rate 
of  nearly  20  to  one.  While  the  SBA  guarantees  only  a  portion  of  the  loans,  Uie 
loans  are  made  and  serrieed  by  lenders  in  the  private  sector.  The  government 
gets  ar.  enviable  return  on  this  Investment.  U  is  estimated  that,  from  the 
additional  $186  million  in  supplemental  appropriations  required  to  keep  this 
program  running  for  the  rcmi^nder  of  the  fkeal  year,  (3.4  billion  in  Binall 
bxalness  loans  will  be  made. 

"Hme  has  proven  the  value  of  the  S&A  program  in  providing  small 
buaincsaca  with  catf  er  access  to  capital.  In  patting  more  people  to  work,  and  in 
generating  more  tax  revenues  for  the  government.   According  to  a  March,  1993 
Price  Waterhonse  survey  of  loan  recipients,  the  7<a)  loan  program  has  provided  the 
federal  government  over  a  250  percent  return  on  its  Investment  in  just  5  years. 
Furthermore,  the  smvey  estimates  that,  if  the  requested  supplemental  funding  of 
S2.6  btlUon  is  provided,  110,000  new  jobs  wiU  be  created  for  the  economy  over 
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The  Hanarabk  Bob  Dole 
May  6. 1993 
PafiTwD 


the  ncoct  4  yean.  Sig&ifica&tly,  80  percent  of  tbaae  •urveyed  believed  that, 
without  an  SBA  losa,  their  butinefw  pleoe  would  heve  been  ntgM^y  affected. 
The  aunrey  aleo  found  that  a  higher  peroente£e  of  SBA  loan  radpicnte  tended  to 
aurvive  than  thoae  not  receiving  SBA  Snandng. 

The  SBA  program  ia  important  to  oommnnity  hanks  as  well.  In  addition  to 
fostering  a  general  Impravenent  In  the  eemiom;,  it  provides  bankera  with  a  new 
noorce  of  dependable  euatemets  which  u&d  to  create  loag-term  rdalionahips.  The 
fee  income  genoBted  from  the  loaoi  helps  the  banks'  bottom  line,  as  doeo  the  Isct 
that  many  of  these  loans  are  made  to  minoritiea  and  can  tbos  be  credited  toward 
meeting  the  banks'  Commnni^y  Reinvestment  Act  (CBA)  "■>«»"* '«^"*"* 

Pisally,  the  SBA  guaranteed  lending  program  can  also  jrtoy  an  important 
rale  in  rural  revitalisation  eflhrts.  Production  agriculture  will  oomtiDue  to  be  the 
oenterpieoe  of  the  rural  economy,  but  the  infoaion  rffederaOy-guaranteed 
economic  development  ftmds  oould  help  iivmUy  the  rural  economy  so  that 
a^iraltaral  downturns  will  not  be  so  keenly  felt  hgr  oommimitiies  in  the  Aiture. 

We  stzttDjs^  urge  you  to  help  provide  the  Amds  to  support  nfintatnlng  this 
highly  successful  and  critical  element  in  supplying  credit  to  the  nation's  small 
businesses.  We  believe  that  a  strong  SBA  guaranteed  loan  program  is  vital  to 
ensuring  tliat  \>iable  smalt  business  and  rural  developmaat  ^orts  are  retained. 

Sincerely, 


Kenneth  A.  Guenthar 
Eaecutiva  Vies  President 
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CaLio  290312669  FOUf  ScClSOnS  PfCSChOOl  Phone  272  2712 

ond  Dov  Core  Center 


1^2C  La  Q*n  Mmdonn  Road 
Grass  VJley.CA  95949 


MAY  7,   1W3 

Pour  Seasons  PrcSchool  *od  fiayc*r«r  C«at«r 
13026  U  Barr  )1eadovs  Rd. 
Grass  Valley.  CA.  M9A9 

lo  WhoB  Ic  Hay  Concarn 

k£:  Fuoding  Of  SBA  Loaas  . 

Ve  hava  recnatlr  b^n  approvad  for  aa  SEA  loan,  Aft«r  several  aoutiia  of 
putting  tltia  loaa  packaga  togetlur,  we  found  out  tiut  funding- of  S&A 
loans  could  be  Jeoporiied. 

Ue  would  appreciate  CT«rything  you  can  possibly  do  to  help  this  situa- 
tion. Our  daycara  center,  which  the  coaaunicy  ao  desperately  needs,  ±9 
dap^ndiog  on  quick  action  by  the  governaeot  officials  who  can  help  to 
fund  these  loans.  The  tledng  of  this  situation  could  either  allow  us 
to  expand  to  neet  the  crowing  needs  of  our  cosiisunity  or  close  our  doors 
forever  and  put  several  enployees  out  of  work  and  the  children  at  the 
center  will  be  unable  to  find  6itallabl«  spaces  la  6ur  already  over 
crowded  daycares. 

Thank  You. 


Denlse  Koberts,  Owner 
Four  Seasons  Preschool 
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May  3. 1993  coppS^tion 


Senator  Dianne  Feinstein 

112  Hart  Senate  Office  Building 

Washington,  D.C.  20510 

Subject:    Support  of  the  SBA  Loan  Guaranty  Program 

Dear  Senator  Feinstftin: 

Once  again  we  are  seeking  yoxir  support.  As  a  member  of  the  small 
business  community,  I  am  writing  to  request  your  support  in  providing 
the  supplemental  appropriation  necessary  to  continue  the  SBA  Loan 
Guaranty  Program. 

As  a  company  who  has  participated  in  the  SBA  Loan  Guaranty 
Program,  we  cannot  stress  enough  how  important  this  program  has 
been  for  the  survival  of  INET  Corporation,  and  many  other  small 
companies. 

In  these  uncertain  times  when  banks  are  simply  not  able  to  provide 
important  term  financing  to  small  businesses  conventionally,  the  SBA 
Loan  Guaranty  Program  is  more  critical  than  ever.  This  program  is 
the  main  source  of  term  credit  available  for  small  businesses  and 
shutting  it  down  will  hinder  any  recovery  effort. 

Thank  you  in  advance  for  helping  to  save  this  important  program! 

Sincerely, 

Herman  Miller 
Chairman/CEO 


HM:mm 
4M;93-127-4 


84BO  Central  Avwxje.  N«vvar«c.  Caiifomia  &«»seO  USA 
tS10)7S7-SeCXD     Fax(S10)  7S4-7066 


167 


» k"'!  Trruicell « Valen«lflio 

■I'    I     LANDSCAPE  DEVELOPMENT,  INC 


VAI  Nnrlh  Mifjhlnnd  Avenue 
Ckivis,  California  9:VH2 


C«m«.  Lie.  No.  4M)27(« 


May    3,     1993 

Senator  Barbara  Boxer 

U.S.   Senator 

3301  Kerner  81. 

San  Raphael,   CA  94901 

Dear  Senator  Boxer, 

As  a  small  businessman  I  agree  with  the  key  Clinton  campaign 
message,  "It's  the  economy,  stupid."  We  are  all  aware  that 
successful  small  businesses  are  key  to  our  economic  improvement. 
It  is  also  clear  that  small  business  financing  is  the  one  critical 
component  that  can  unleash  all  the  entrepreneurial  benefits  that 
can  fuel  a  national  economy.  I  am  concerned  that  as  of  April  27, 
1993  the  SBA  Loan  Guaranty  Program  will  have  used  its  total 
appropriation  for  fiscal  1993  with  no  prospect  in  sight  to  meet  the 
anticipated  S7.2  billion  demand.  There  is  nothing  more  logical  than 
funding  the  people  who  can  build  our  economy  and  I  am  troubled  that 
this  philosophy  appears  to  be  in  Jeopardy. 

Our  company  benefitted  from  a  $200,000  SBA  loan  in  1991  when  no 
other  lending  source  would  assist  us.  Our  twenty  employees  and 
their  families,  all  of  our  vendors,  our  local  tax  bases,  and  our 
families  have  all  benefitted  from  that  loan  that  was  critical  to 
our  business  future.  This  SBA  Loan  Guaranty  Program  is  obviously 
a  positive  program  with  varied  and  powerful  implications  to  me  and 
our  local  economies.   I  urge  you  to  work  to  preserve  and  expand  it. 

Sincerely, 


John  H.  Valentino 


168 


Bobert  and  Kay  McKln 

j.2806  Ht.    Royal  Lane 

Fairfax,   VA      22033 


Senator  John  W.  Warner 

225  Russell  Senare  Building 

Washington  DC     20510 

Dear  Senator  Warner: 

Before  I  get  to   the  reason   fior   this  letter  I  would  like 
to   introduce   ^u  to  the  HcKim    family.      There  is  husbarxi, 
Robert,  wife,    Kay     and    son,    Matthew.      We  are  a  typical 
middle  class  American   family  with  a  dream  of  ovming  our  own 
business.     We  are  a  tax  paying,   law  abiding   family  with  not 
BO  much  as  a  traffic  violation  on  our  record.      I   serve  on 
the  Board  of  Directors  for   the  local   preschool  and  as  a 
building  director   for  the  Chant  illy  Youth  Association. 
Robert  am  I  do  all   the  maintenance   for    the  Pleasant  Valley 
Preschool  and    its   playground.      We   serve   in  these  capacities 
volivitarily  and   ask  for   nothing    in  return.      As  I   stated,  we 
are  a  typical  middle  American  family,    active  in  our  schools 
and   community. 

For    the   past  several   years,    Robert  and  I   have  been 
researching   the   possibility  of  opening  our  own  business.      We 
have  spent  a  greet  deal   of  time,    energy,    and  money  in   this 
pursuit.     After   finding  an  ideal  location   for  our  business 
and   using  our   personal    funds   for   securing   the  location,    I 
called  on  almost  a  dozen  financial   institutions   to  secure  a 
loan  for  a  portion  of  the  start-up  costs.     Out  of  all   those 
banks,   only  ;;hree  would  even  consider   a  start-up  loan  and 
only  one  was  willing   to   take   the   time  required    to  obtain  a 
SA  loan.      Senator  Warner,    imagine  our  distress   chat  after 
all   this  time  and  money  spent  that   now  the  Small  Business 
Administration  is  out  of  business.     As   I   have   said,    Robert 
and  I  are   using  our   personal    funds  to  get  our  dre&a  to   this 
point  but  our   funds  are  not   unlimited.     We  have  a  stop  which 
can  not  be  opened   since  we  haven' t  enough  funds   to  properly 
stock  it;   we  need  the  SBA's  help.      Please  sensi tor  Warner,    I 
beg  jour  collaagues  and   y>u  to  restore   the   funding   for   the 
Small  Business  Administration. 

I  had  wanted   to  deliver  this  ple&   in  person  but  my 
duties  at  the   school   prevent  ma    from  being  there.      1    thank 
>ou  for   ^ur  atten;:ion  and  hope  this  problem  can  be  worted 
out. 

Sincerely 
Kay  £.  McKin 
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\  WEST  WOOD  SPECIALTIES,  INC. 

60SO  Warehouse  Way 
Sacramento,  CA  9502C 

May  5,  1993 

Mr.  Robert  Ruhin 
Assistant  to  thf-   President 
National  ttunomic  Council 
The  White  House 
ICOO  PennsyWan  ia  Ave.,  NW 
Washington,  DC  20500 

Re:  SiTtaT!  u^isinees  Adminis'rarJon  7(o)  Guaranty  Loan  Proaram 

Dear  Mr.  Rubin: 

It  has  vyrne  to  rr.y  a*_tent"<on  the  Small  Business  Administration's 
apv^ropf  ittUions  for  the  loan  guaranty  program  for  all  of  fiscal  year 
1992  have  been  depleted.  My  SBA  loan  has  been  apD'*Oved,  but  now 
there  are  no  forids  to  guarantee  the  loan. 

This  d'jsplet iur;  of  funds  is  a  severe  Olow  to  my  company's  expansion 
clans  which  new  must  be  placed  on  hold.  I  had  hoped  to  expand  my 
rr.aoufoctur ing  operations  find  hire  additional  employees.  Funding 
uf  ,n>  1«-i!sn  wou'd  have  enahle-J  me  to  hire  a  number  of  employees  with 
little  or  no  experience.  ..  C'i«  type  of  unemployed  workers  hard  to 
employ.  As  you  are  awa-e,  there  is  tremenooue  interest  in 
stlmuiatiriy  the  economy  and  generating  jobs  for  the  unemployed. 
My  expanETon  ?-lans  would  do  this  as  we^l  as  reduce  unemployment 
and  welfs'-e  b«.'e''1ts,  gen«r«te  tax  revenues,  and  he^p  restore  the 
dignity  oT  some  of  the  unemployed. 

The  loaf  yv,H-anty  program  is  one  of  the  most  efficient  uses  of 
g6ver»tMt.#nt.  roney.  It  allows  small  businesses  such  as  mine  to 
wbt-»in  leans  which  are  not  avttilable  through  private  sector 
lenders. 

1  request  your  support  In  finding  an  Immediate  solution  to  this 
currcrot  f .."■Jipc  problem  so  that  smal  1  businesses  such  as  mine  can 
get  en  w > th  cu'  expansion  plans. 

Thank  ycu  for   conaldering  my  request. 


Chad  Bufor 
President 
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AMERICAN 
INNOVATIONS  INC. 


P.O.  Bat  671 .  Buddn^mi,  PA  18912  U.SA  •21&-34S4579  •  Fax  216-34Mm 

May  10,  1993 


Mr.  Jam«s  C.  Gre«nwood 
Congressman 

SIS  Cannon  Building 
Washington.  O.C.    20S15 


REF:     Availability  of  Funds  from  the  Small  Business  Administration 


Dear  Congressman  Greenwood, 

I  am  a  small  business  owner  in  the  Doylestown.  Pennsylvania  area  seeking  additional  working 
capital  through  the  Small  Business  Administration  Loan  Guarantee  Program.'  Armed  with  a 
comprehensive  business  plan,  a  breakthrough  product  for  the  health  care  industry,  and  the 
potential  of  employing  several  additional  personnel,  I  have  encountered  reluctance  by  several  \ocai 
banks  in  approving  my  loan.  A  key  reason  appears  to  be  the  lack  of  available  funds  in  the  SBA 
itself.  Please  recognize  that  we  are  critically  dependent  upon  the  availability  of  these  funds, 
evklenced  by  the  enclosed  copy  of  said  business  plan.  Therefore,  in  order  to  directly  effect  the 
economic  growth  of  this  region,  I  emplore  you  to  support  our  efforts  by  encouraging  the  release  of 
said  funds  by  Congress  -  we  simply  CANNOT  wait  until  the  beginning  of  the  SBA's  next  fiscal  year. 

In  the  interim,  it  may  prove  helpful  to  request  that  the  SBA  devebp  a  letter  whk:h,  in  effect,  states 
that  these  hjnds  WILL  be  made  available  to  the  bank  in  October.  1993  (at  the  latest).  This  may 
encourage  the  bank's  positkan  by  minimizing  the  perkx)  in  which  they  are  at  100%  risk.  The 
candidate  bank  is: 

BUCKS  COUNTY  BANK 

2  E.  Bridge  Street 

Morrisville,  PA     19067 

ATTN:  Ms.  Suzanne  M.  Hartshome, 

Assistant  Vice  Presklent 

(215)     736-S100 

This  is  a  serious  request  If  you  have  any  questions  or  comments  whatsoever,  please  do  not  hesitate 
to  contact  the  undersigned.   I  k>ok  forward  to  hearing  from  you  in  the  immediate  future. 


AMERICAN  INNOVATIOh 
Kari  J.  Douglass 
President 


EncI:      American  Innovations  Business  Plan  &  Loan  Request 

ONtlw  Aodictt  SoMv  CWy  fVoUnn  ■ 
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Clifford  Shank 

And  Associates 

Consultants  to  Financial  Institutions 


April  28,  1993 


Mr.  Robert  Rubin,  Assisiani  to  ihe  President 
National  Economic  Council 
The  White  House  - 1600  Pennsylvania  Avenue.  NW 
Washington,  D.  C,  20500 

near  Mr.  Rubin: 

This  week.  Ihe  guaranty  authority  for  the  Small  Business  Administration  (SRA)  will  be  exhausted  Tur  Ihe  lli.- 
cal  year  ending  September  !^0,  1993.  As  a  bank  consultant  with  a  particular  specialty  in  SRA  lending  opera- 
tions, I  work  both  with  bankers  and  borrowers.  I  am  acutely  aware  of  the  consequences  of  this  development. 
And,  as  damaging  as  this  event  is  for  the  entire  country,  the  effect  will  be  devastating  in  California. 

While  I  recognize  that  you,  and  the  Clinton  Administration,  are  supportive  of  the  SB  A.  I  hope  that  I  can  pro- 
vide first-hand  emphasis  on  the  impact  in  California.  As  you  doubtlessly  know,  economic  conditions  are  es- 
pecially bad  here.  Experts  reflecting  all  political  viewpoints  are  not  anticipatfaig  a  near  term  recovery.  Indeed, 
many  expect  that  the  California  recession  will  worsen  before  it  improves.  One  of  the  few  bright  spots  is  the 
opportunity  for  business  development,  expansion  and  improvement  thai  SBA  loans  provide  -  and  we  can  use 
all  the  bright  spots  that  we  can  get!  T  must  add  that  every  businessperson.  employee,  manufacturer,  service 
provider  or  banker  can  share  in  the  prosperity  that  an  SBA  borrower  will  enjoy,  often  tm  a  nationwide  basis. 

Lastly,  I  want  to  stress  that  the  SBA  program  bcnefita  government,  too.  A  recent  Price  Waterhuuse  study 
found  that  the  7(a)  program  provides  the  government  with  a  istum  on  investment  estimated  at  over  250%. 
How  many  other  programs  can  make  that  claim? 

As  you  know,  American  business  is  undergoing  a  period  of  transition.  One  of  the  features  of  this  transition  is 
Ihe  expanded  importance  of  small  businesses.  I  urge  you  to  make  every  effort  to  both  fund  the  program  lor 
this  Fiscal  year,  but  also  to  assist  in  efforts  to  end  the  program's  dependence  on  supplemenial  appropriations. 

Yours  truly, 


fours  truly. 


Cliffoid  Shank 
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Mr.  Chairman  and  members  of  the  Small  Business  Committee,  I  am  John 
Shivers,  President/Chairman/CEO  of  the  Southwest  Bank  in  Fort  Worth,  Texas.  I 
also  serve  as  President-elect  of  the  Independent  Bankers  Association  of  America 
(IBAA),  the  only  trade  association  that  exclusively  represents  the  interests  of  our 
nation's  community  banks.   I  appreciate  this  opportunity  to  testify  before  you 
today  on  the  Small  Business  Administration's  budget  request  for  1994. 
Solving  the  Credit  Crunch 

Before  I  begin,  I  would  like  to  commend  you  and  your  committee,  Mr. 
Chairmem,  for  the  work  you  have  done  in  the  area  of  the  credit  cnmch.   These 
hearings  highlighted  the  critical  connection  between  overly  burdensome  bank 
regulations  and  restricted  access  to  credit  for  small  business.     President  Clinton 
and  Federal  Reserve  Chairman  Greenspan  also  recognize  the  importance  of 
alleviating  the  credit  crunch  by  scaling  back  bank  regiilations.   On  March  10,  Mr. 
Clinton  announced  a  package  of  initiatives  designed  to  stimulate  lending, 
especially  to  small-  and  mediiun-sized  businesses.  The  President's  plan  takes 
some  important  steps.  It  would: 

•  permit  the  strongest  institutions  to  establish  a  "basket"  of  loans  that  will 
be  evalviated  solely  on  the  basis  of  performance  and  may  not  be  criticized  by 
examiners  for  documentation; 

•  minimize  appraisal  reqmrements; 


• 


modify  examiners'  treatment  of  classified  loans; 


•         and  provide  for  a  meaningful  appeals  process  to  deal  with  bankers' 
complaints  about  examinations. 

We  believe  the  President's  initiatives  are  helpful  and  will  encourage 
increased  small  business  lending,  but  the  success  of  the  program  will  depend 
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largely  on  balanced  implementation  by  the  regulators.   As  you  know,  regulatory 
relief  is  not  always  determined  by  what  officials  say  in  the  nation's  capitol. 
Regulatory  relief  is  measured  by  what  examiners  do  in  our  institutions.   It  will 
take  time  for  the  regulators  and  the  banks  to  implement  these  new  imlicies  and  to 
realize  the  intended  goal  of  increased  lending.  We  understand  that  Eugene 
Ludwig,  the  new  Comptroller  of  the  Currency,  is  personally  visiting  all  the  field 
offices  of  the  OCC  to  insure  that  field  examiners  get  the  word. 

The  President's  credit  crunch  initiatives  are  a  vital  first  step,  but  they  are 
just  that  -  A  FIRST  STEP.   Earlier  this  month  before  this  committee,  Chairman 
Greenspan  urged  Congress  to  consider  legislative  proposals  for  regulatory  burden 
reduction  to  be  announced  later  this  spring  by  the  Federal  Financial  Institutions 
Examination  Council  (FFIEC).   Clearly  regulatory  relief  is  possible  without 
compromising  safety  and  soundness. 
SBA  Funding  -•  FY  1993 

While  overregulation  of  banks  has  forced  caution  on  the  banking  industry, 
the  SBA  guaranteed  loan  program  has  allowed  a  considerable  number  of  banks  to 
continue  making  job-creating  loans.   During  this  credit  crunch,  demand  for  SBA 
loans  has  skyrocketed,  completely  depleting  available  funds.   As  you  know,  the 
SBA  7(a)  loan  program  has  been  paralyzed  since  April  27  and  desperately  needs 
the  additional  funding. 

H.R.  2118  contains  $181  million  in  supplemental  SBA  appropriations  for  FY 
1993,  which  would  be  leveraged  into  $3.3  billion  in  available  loan  fimds.   EBAA 
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supports  its  immediate  passage.  It  is  ironic  that,  now  that  there  is  widespread 
recognition  that  small  businesses  are  the  primary  source  for  job  creation,  one  of 
the  most  accessible  and  efficient  sources  of  small  business  funding  has  been  shut 
down. 

Mr.  Chairman,  let  me  give  you  some  cold,  hard  facts.   Liberty  National 
Bank,  an  IBAA  member  bank  recently  named  as  the  top  SBA  lender  in  Florida, 
has  provided  over  $20  million  in  SBA  loans  to  70  businesses  in  central  Florida 
over  the  past  three  years.  This  loans  have  resulted  in  the  creation  of  hundreds  of 
jobs.  Examples  include: 

•  $35,000  to  start  up  a  marketing  company  that  now  has  50  full-time  and  up 
to  15  part-time  employees. 

•  $75,000  to  start  up  a  restaurant  that  now  has  30  full-time  employees  and  is 
planning  a  second  location. 

•  $60,000  to  start  up  a  personnel  company  that  led  to  the  creation  of  over  100 
new  jobs. 

The  list  goes  on,  but  the  point  is  that  none  of  these  companies  could  have 
received  financing  were  it  not  for  Liberty  National  Bank's  involvement  in  the 
SBA  7(a)  loan  program. 
Taking  Ahead  to  FY  1994 

As  the  demand  for  SBA  loans  continues  to  grow  from  $5.6  billion  in  1992  to 
an  estimated  $7  billion  in  1993,  scaling  back  funding  for  the  program  in  the  FY 
1994  budget  would  be  unwise.  Mr.  Chairman,  as  you  pointed  out  last  week  to 
SBA  Administrator  Erskine  Bowles,  completely  eliminating  the  SBA  might  make 
a  significant  short  term  contribution  to  deficit  reduction.   However,  the  effects 
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would  be  devastating  to  our  economy,  and,  as  you  said,  "would  fly  in  the  face  of 
the  President's  efforts  to  end  the  credit  crunch." 

The  SBA  loan  program  is  both  efficient  and  cost-effective.   The  funds 
appropriated  to  this  program  are  used  to  leverage  private  sector  money  at  a  rate 
of  nearly  20  to  one.   While  SBA  guarantees  only  a  portion  of  the  loans,  the  loans 
are  made  and  serviced  by  lenders  in  the  private  sector.   The  government  gets  an 
enviable  return  on  this  investment. 

President  Clinton's  budget  makes  two  recommendations  for  "savings." 
First,  the  Administration  proposes  to  reduce  the  federal  guarantee  on  loans  from 
an  average  of  81  percent  to  an  average  of  75  percent.   This  reduction  is  intended 
to  shift  a  greater  share  of  the  risk  to  lenders,  thereby  increasing  scrutiny  of  loans 
and  reducing  the  default  rate.  However,  the  practical  effect  of  the  change  in  the 
guarantee  levels  would  be  to  drive  deserving  credits  out  of  the  SBA  system 
altogether.   These  are  smedl  loans  to  start  up  businesses  that  £u*e  difficult  for 
banks  to  make  but  are  critical  to  new  jobs  creation.   In  addition,  reducing  the 
guarantee  level  would  lower  the  amount  •  bank  could  lend  to  a  single  customer. 

The  second  Administration  proposal  is  to  charge  a  50  basis  point  fee  on  the 
unpaid  guaranteed  principal  balance  for  sales  to  the  secondary  market.   This 
imiform  fee  would  discourage  smaller  workinf  capital  loans.   High  volume 
participants  in  the  small  business  secondary  market  would  simply  pass  any 
additional  fees  on  to  borrowers.   Again,  this  proposed  "savings"  would  serve  only 
to  reduce  lending  by  increasing  the  cost. 


177 


TliP  Value  of  the  SBA 

Time  has  proven  the  value  of  the  SBA  program  in  providing  small 
businesses  with  easier  access  to  capital,  in  putting  more  people  to  work,  and  in 
generating  more  tax  revenues  for  the  government.   According  to  a  March,  1992, 
Price  Waterhouse  survey  of  loan  recipients,  the  7(a)  loan  program  has  provided  the 
federal  government  over  a  250  percent  return  on  its  investments  in  just  5  years. 
Furthermore,  based  on  the  survey,  SBA  estimates  that  $2.6  billion  in 
supplemental  funding  would  create  110,000  new  jobs  for  the  economy  over  the 
next  4  years.  Significantly,  80  percent  of  those  surveyed  believed  that,  without  an 
SBA  loan,  their  business  plans  would  have  been  negatively  affected.  The  survey 
also  found  that  a  higher  percentage  of  SBA  loan  recipients  tended  to  survive  than 
those  not  receiving  SBA  financing. 

The  SBA  is  important  to  community  banks  as  well.  In  addition  to  fostering 
a  general  improvement  in  their  local  economies,  it  provides  bfmkers  with  a  new 
source  of  dependable  customers,  which  tends  to  create  long-term  relationships. 
And,  many  of  these  loans  are  made  to  members  of  disadvantaged  groups,  helping 
banks  to  meet  their  Community  Reinvestment  Act  (CRA)  commitment.   Cutbacks 
in  the  SBA  guarantee  level  will  hurt  these  kinds  of  borrowers. 

I  would  like  to  make  one  other  point  regarding  SBA's  importance  to 
agriculture  and  rural  America.  First,  let  me  say  that,  according  to  the 
Department  of  Agriculture  guidelines,  45  percent  of  IBAA's  members  are  ag 
lenders.  More  importantly,  three-quarters  of  our  member  banks  are  located  in 
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rural  communities  of  less  than  10,000.  What  we've  learned  from  these  members 
is  that  the  SBA  guaranteed  lending  program  can  also  play  an  important  role  in 
promoting  the  Administration's  efforts  to  create  jobs  in  niral  America  and 
revitalize  the  rural  economy.   Many  economists  now  believe  that  agriculture  alone 
cannot  support  the  economy  of  rural  America,  and  non-farm  job  opportunities  will 
be  as  important  as  government  farm  programs  in  sustaining  America's  family 
farms.   Indeed,  a  recent  GAO  study  found  that  farming  was  the  primary  economic 
activity  in  only  22  percent  of  non-metropolitan  counties.  So  business, 
manufacturing  and  entrepreneurial  opportunities,  and  not  agricultiu*e,   hold  the 
key  to  the  future  economic  survival  of  many  nu-al  communities. 

New  rural  job  opportunities,  supported  by  SBA  guaranteed  loans,  could  help 
reverse  an  alarming  trend  that  threatens  to  turn  rureil  America  into  an  economic 
wasteland.   GAO  recently  reported  that  our  nation's  rural  population  declined 
from  44  percent  in  1930  to  only  25  percent  in  1990.  More  importantly,  rural  per 
capita  income  has  not  kept  pace  with  metropolitan  per  capita  income,  and  the  gap 
is  widening.   Not  sxu^risingly,  from  1980  through  mid-1992,  imemplojrment  in 
rural  areas  exceeded  that  of  urban  areas,  and  in  1986,  rural  unemployment  was 
almost  26  percent  higher  than  metropolitan  unemployment. 

Young  people  will  return  to  their  rural  roots  if  job  opportunities  are 
available.  But  without  incentives  like  the  SBA  guaranteed  loan  program,  the 
nu-al  capital  just  will  not  be  available  to  provide  these  job  opportimities. 
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Conclusion 

Mr.  Chairman,  we  strongly  urge  you  and  your  colleagues  to  help  provide 
not  only  the  supplemental  funds  needed  for  FY  1993  but  also  adequate  funds  for 
FY  1994.   We  also  recommend  rejecting  the  administration's  budget  proposals  to 
lower  the  guarantee  level  and  to  impose  a  secondary  market  fee,  both  of  which 
would  severely  impede  the  success  of  the  SBA  program.   Instead,  we  encourage 
your  support  in  maintaining  the  existing  program  as  a  critical  element  in 
supplying  credit  to  the  nation's  small  businesses.   We  believe  that  a  strong  SBA 
guaranteed  loan  program  is  vital  to  ensuring  that  viable  small  business  prospers 
and  rureil  development  efforts  are  successful. 

Mr.  Chairman,  thank  you  once  again  for  this  opportimity  to  testify.   At  the 
appropriate  time,  I  would  be  happy  to  answer  any  questions  you  may  have. 
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Mr.  Chairman  and  members  of  the  Committee,  I  am  Scott  Wilfong,  Senior  Vice 
President,  First  National  Bank  of  Maryland  in  Baltimore.  I  am  responsible  for 
overseeing  our  bank's  small  business  lending  division  and  I  am  a  member  of  the 
American  Bankers  Association's  (ABA)  Small  Business  Executive  Committee.  I  am  here 
to  testify  on  behalf  of  the  ABA  and  to  voice  strong  banking  industry  support  for  the 
Small  Business  Administration's  current  guaranteed  lending  programs. 

The  ABA  is  the  national  trade  and  professional  association  for  America's 
commercial  banks,  from  the  smallest  to  the  largest.  ABA  members  represent  about  90 
percent  of  the  industry's  total  assets.  Approximately  94  percent  of  our  members  are 
community  banks  with  assets  of  less  than  $500  million.  I  welcome  the  opportunity  to 
present  ABA's  views  on  the  Small  Business  Administration's  Budget  Request  for  Fiscal 
Year  1994.  Specifically,  the  ABA  is  very  concerned  about  the  effect  a  reduction  in  the 
guarantee  level  for  SBA  7(a)  loans  will  have  for  the  ability  of  marginal  borrowers  to 
receive  credit. 

Mr.  Chairman,  in  recent  months  there  has  been  considerable  discussion  within  the 
Administration,  as  well  as  on  Capitol  Hill,  expressing  strong  interest  in  increasing  lending 
to  small  business.  The  ABA  shares  these  concerns.  At  the  same  time,  however,  we  are 
concerned  that  the  focus  of  some  well  intended  solutions  -  including  the  Administration's 
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FY94  SBA  Budget  request  ~  may  only  exacerbate  bankers'  difficulty  in  lending  to  start- 
up and  financially  marginal  small  businesses. 

In  most  regions  of  the  country,  banks  are  experiencing  tremendous  excess  lending 
capacity  and  are  trying  to  rectify  the  situation  by  growing  their  asset  base,  mostly  by 
pursuing  creditworthy  small  business  customers.  However,  a  two-part  problem  affecting 
small  business  lending  does  exist.  First,  there  is  the  problem  caused  by  excessive 
regulatory  costs  and  restrictions  on  bank  lending  to  small  business.  Second,  there  is  the 
inability  of  banks  to  lend  to  marginal  and  start-up  small  business  ventures  with 
insufScient  equity  capital,  collateral,  and/or  business  experience  to  receive  adequate 
financing. 

The  Qinton  Administration  is  attempting  to  address  the  first  aspect  of  this 
problem  ~  excessive  regulatory  costs  and  restrictions  -  by  administratively  modifying 
some  regulations  applying  to  small  businesses.  The  ABA  also  supports  H.R.  962,  the 
Economic  Growth  and  Regulatory  Paperwork  Reduction  Act  of  1993,  legislation  which 
reduces  the  excessive  paperwork  burden  on  the  banking  industry  and  alleviate  the 
negative  regulatory  environment  which  has  made  it  more  difficult  for  experienced 
bankers  to  lend  to  small  businesses.  For  safefy  and  soundness  reasons,  neither  of  these 
efforts  can  significantly  address  the  second  part  of  the  problem  mentioned  above  ~  the 
inability  of  banks  to  lend  to  marginal  and  start-up  small  business  ventures.  It  is  for  these 
types  of  small  businesses  (lacking  the  usual  financial  components  demanded  by  bank 
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regulators)  that  commercial  banks  turn  to  the  SBA  7(a)  guaranteed  loan  program  for 

assistance. 

Mr.  Chairman,  the  banking  industry  has  been  a  major  participant  in  various  SBA 
programs  for  years.  Approximately  10,000  banks  have  been  involved  in  the  SBA  loan 
programs.  A  primary  example  is  the  loan  guarantee  program,  which  is  authorized  by 
Section  7(a)  of  the  Small  Business  Act  of  1953.  This  program  benefits  the  national 
economy  and  individual  communities  through  the  jobs  created  and  revenues  produced  by 
small  businesses  involved  in  the  program. 

As  you  are  well  aware,  small  businesses  employ  about  60  percent  of- the  private 
work  force  in  this  country  and,  in  recent  years,  have  accounted  for  nearly  all  of  the 
economy's  net  job  growth  -  with  most  of  the  new  jobs  being  created  by  firms  with  fewer 
than  twenty  employees.  Because  small  businesses  in  general  have  limited  access  to 
capital  markets  and  other  alternative  sources  of  credit,  they  are  likely  to  be  more 
dependent  on  banks  to  fund  their  operations.  The  SBA  loan  guarantee  program  is  an 
extremely  important  tool  which  enables  commercial  banks  to  assist  all  eligible  start-up 
companies  and  expanding  companies  that  desperately  need  financing  but  are  unable  to 
qualify  for  traditional  bank  credit. 

It  is  important  to  understand  why  the  SBA  loan  guarantee  programs  are  so 
important  to  the  commercial  banking  community.  Like  other  businesses,  banks  must  be 
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able  to  meet  their  customers'  needs  if  they  are  to  survive.  Equally  important,  however,  is 

the  fact  that  bankers  must  continue  to  be  careful  to  evaluate  the  quality  of  loans  they 

make  rather  than  to  simply  push  money  out  the  door.  Banks  must  continue  to  lend  on 

the  basis  of  what  can  be  reasonably  foreseen  based  on  cash  flow  projections.  While 

there  continues  to  be  an  abundance  of  capital  available  to  lend  today,  and  while  banks 

are  prepared  to  make  all  the  loans  creditworthy  small  businesses  need,  banks  cannot 

foiego  responsible  and  sound  lending  policies.  Put  another  way,  while  bankers  are 

committed  to  the  economic  vitality  of  their  communities,  particularly  small  businesses, 

their  banks  must  continue  to  operate  within  the  parameters  of  safety  and  soundness  laid 

out  by  the  regulators.  Consequently,  one  way  for  banks  to  participate  effectively  in 

sound  small  business  projects  that  lack  the  resources  and  credit  history  to  qualify  for  a 

traditional  bank  loan  is  to  work  with  government  programs  such  as  the  SBA  7(a) 

program. 

As  a  result,  it  is  not  surprising  that  the  interest  throughout  the  lending  community 
in  the  SBA  guarantee  programs  continues  to  grow.  Unfortunately,  SBA  programs  face 
problems  because  of  their  success,  and,  in  fact,  the  popular  7(a)  guarantee  program  is  in 
the  process  of  being  penalized  for  its  success.  When  there  is  confidence  in  the  agency, 
when  the  program  runs  relatively  smoothly  and  when  the  administrative  burden  is 
reduced,  then  participation  increases.  We  are  facing  such  a  situation  today.  As  you  are 
well  aware,  the  demand  for  7(a)  loan  guarantees  consistently  outstrips  the  allocation  of 
guarantee  authority  that  the  Congress  has  provided  for  these  loans.   In  fact,  the 
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guarantee  funds  for  FY93  were  exhausted  in  late  April.  In  this  regard,  the  ABA 
appreciates  the  efforts  of  the  chairman  and  the  committee  members  who  requested  and 
support  the  $181  million  in  additional  SBA  guarantee  funding  included  in  the  House 
Appropriations  Committee's  supplemental  appropriations  bill.  This  vital  funding  will 
result  in  an  additional  $3.3  billion  in  loans  to  small  businesses.  It  is  our  hope  that  this 
funding  will  move  expeditiously  through  the  House  and  the  Senate  and  be  signed  by  the 
President  in  the  very  near  future. 

This  supplemental  appropriations  bill  would  enable  the  Federal  government  would 
be  able  to  mobilize  a  force  of  banks  to  offer  otherwise  unavailable  loans  to  small 
businesses.  For  local  communities,  this  means  jobs,  economic  development,  an  increase 
in  the  tax  base,  and  perhaps  the  survival  of  a  community.  Everybody  wins. 

This  brings  me  to  proposed  program  changes  requested  by  the  Small  Business 
Administration  for  Fiscal  Year  1994.  ABA  is  concerned  about  the  unforeseen  effect 
these  changes  will  have  on  small  business  lending,  and  therefore  is  opposed  to  them. 
More  specifically,  the  ABA  is  opposed  to  the  proposed  reduction  in  the  federal 
guarantee  from  an  average  of  81  percent  to  an  average  of  75  percent.  In  addition,  the 
ABA  is  opposed  to  the  proposal  to  establish  an  ongoing  fee  of  one-half  percent  per  year 
on  the  unpaid  guaranteed  principal  balance  on  all  secondary  market  sales.  Taken 
together,  these  two  proposals  will  result  in  fewer  loans  being  made  to  those  who  need  the 
funding  most  -  marginal  and  start-up  small  businesses.  This  proposal,  if  accepted,  would 
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not  only  undermine  the  effectiveness  of  the  additional  funding  authority  for  SBA 
programs  for  FY93  currently  moving  through  Congress,  it  would  send  a  mixed  signal  to 
the  lending  community  about  the  types  of  loans  being  sought  by  the  SBA  for  the 
guarantee  program. 

Last  week,  SBA  Administrator  Erskine  Bowles  made  the  following  statement 
before  this  Committee  in  support  of  the  reduced  guarantee  level:  "This  means  that 
lenders  participating  in  the  General  Business  Guarantee  loan  program  will  be  required  to 
assume  a  greater  share  of  the  risk  in  making  loans  to  small  businesses.  Requiring  lenders 
to  assume  a  greater  share  of  the  risk  will  increase  their  scrutiny  of  potential  borrowers, 
thereby  reducing  the  default  rate  and  increasing  the  recovery  rate  on  repurchased 
loans.'" 

If  the  purpose  in  reducing  the  average  guarantee  level  from  81  percent  to  75 
percent  is  to  increase  the  credit  risk  scrutiny  of  potential  borrowers,  the  result  presents  a 
confusing  policy  and  a  mixed  message,  hindering  effective  participation  in  SBA  programs 
by  bankers  and  borrowers  alike.  Bankers  currently  look  to  the  SBA  to  help  them  assist 
marginal  small  business  borrowers  who  are  not  presently  creditworthy  but,  with  proper 
assistance,  have  the  potential  to  succeed.  By  mandating  a  transfer  of  additional  risk  from 
SBA  back  to  the  lender,  the  SBA,  in  essence,  is  stating  that  it  is  looking  for  more 
creditworthy  borrowers  to  include  in  its  portfolio  of  guaranteed  loans.  This  would 


'Statement  of  Erskine  B.  Bowles,  Administrator,  U.S.  Small  Business  Administration,  before  the 
Committee  on  Small  Business,  U.S.  House  of  Representatives,  May  19,  1993. 
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suggest  that  the  SBA  is  moving  farther  away  from  its  original  purpose  of  helping 

undercapitalized  small  business  ventures,  and,  instead,  is  more  interested  in  bank  eligible 

credits,  many  of  which  are  currently  being  funded  by  the  banking  community  without  a 

guarantee.   Although  some  SBA  guaranteed  funding  would  still  be  utilized  at  the  reduced 

level,  those  marginal  small  businesses  ~  the  ones  most  in  need  of  SBA  funds  ~  would  be 

most  likely  not  to  receive  credit  under  this  structure.  It  is  for  these  types  of  loans  that 

the  lending  community  turns  to  the  SBA  for  assistance  in  the  flrst  place. 

Mr.  Chairman,  for  basic  safety  and  soundness  reasons,  increasing  the  amount  of 
risk  a  lender  must  assume  on  a  marginal  small  business  loan  could  well  mean  that  a  new 
start-up  business  loan  that  would  have  been  made  today  with  the  help  of  an  SBA 
guarantee  may  not  get  made  in  the  future.  A  commercial  banker's  job  is  to  assess  the 
credit  risk  of  a  borrower  by  closely  examining  the  borrower's  business,  management 
ability,  and  financial  needs  in  an  effort  to  determine  reasonable  cash  flow  projections. 
The  bank's  methods  of  assessing  this  risk  are  closely  examined  by  the  regulators.  Loans 
lacking  proper  collateral,  adequate  sources  of  repayment,  and  established  business  history 
are  often  classified  as  substandard  by  the  regulators  unless  they  are  accompanied  by 
sufficient  government  guarantees. 

Reducing  the  guarantee  level  on  these  undercapitalized  loans  would  increase  the 
risk  exposure  to  the  lender.  Although  the  reduction  does  not  seem  significant  on  the 
surface,  the  increased  exposure  to  the  lender  could  result  in  the  unguaranteed  portion  of 
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the  loans  being  classified.  In  turn,  this  would  result  in  requiring  banks  to  hold  additional 
capital  against  greatly  increased  credit  exposure.  More  than  likely,  the  end  result  would 
be  that  these  types  of  loans  to  marginal  small  business  borrowers  could  significantly  be 
curtailed. 

The  SBA's  proposal  to  establish  an  ongoing  fee  of  one-half  percent  on  the  unpaid 
guaranteed  principal  balance  on  all  secondary  market  sales  would  have  the  same  result: 
reduced  credit  availability.  Adding  additional  costs  to  these  transactions  always  affects 
the  marginal  borrower  first.  No  matter  how  well  intended,  mandated  fees  are  ahvays 
passed  onto  the  borrower  in  one  form  or  another  because  they  are  an  increased  cost  of 
doing  business  for  lenders.  As  with  all  additional  costs  in  a  loan  transaction,  those  least 
able  to  afford  it  are  affected  the  most  severely.  Again,  some  undercapitalized  borrowers 
who  would  be  eligible  today  for  SBA  guarantee  funding  may  not  be  able  to  afford  it  with 
additional  costs  as  the  result  of  these  fees. 

In  the  end,  Mr.  Chairman,  the  Federal  government  has  crafted  a  program  that 
works.  Do  not  change  it.  The  SBA  loan  guarantee  program's  return  on  investment  in 
terms  of  creating  jobs  and  establishing  long-standing  productive  businesses  has  been 
more  than  cost  effective.  Ultimately,  it  is  the  government  programs  like  the  SBA  that 
enable  lenders  to  help  the  marginal  borrower.  The  SBA  has  been  a  blessing  for  rural 
communities,  for  inner  city  entrepreneurs  tiying  to  redevelop  neighborhoods,  and  for 
small  businesses  all  over  America. 
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In  conclusion,  the  SBA  guarantees  are  important  to  banks  because  the  guarantees 
permit  the  industry  to  assist  this  fragile,  yet  important,  segment  of  our  society  and  still 
satisfying  bank  regulators  that  the  safety  and  soundness  of  the  financial  institutions  are 
protected.  With  the  guarantee  programs,  credit  is  provided  to  small  businesses  that 
could  not  otherwise  secure  credit.  For  expanding  businesses,  bankers  have  used  the  SBA 
loan  programs  to  help  eligible  small  businesses  purchase  needed  equipment,  relocate 
operations,  and  fund  working  capital.  In  addition,  the  guarantees  permit  longer-term 
amortization  of  loan  repayments,  thus  reducing  cash  flow  pressure  and  contributing  to 
business  growth  and  job  creation  which  would  not  happen  without  the  guarantee 
programs  because  they  regulators  would  not  approve  the  long  repayment  period. 

For  these  reasons,  it  is  our  hope  that  this  Committee  and  the  Congress  wfll 
continue  to  fight  efforts  to  alter  the  SBA  programs  in  ways  that  reduce  iu  effectiveness 
in  aiding  marginal  small  business  borrowers.  As  always,  this  Committee's  continued 
support  for  the  SBA  programs  is  certainly  appreciated  by  the  banking  community.  The 
banking  community  looks  forward  to  continuing  to  work  with  this  Committee  and  the 
SBA  in  a  combined  effort  to  assist  our  nation's  small  businesses. 

I  will  be  pleased  to  answer  any  questions. 
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Good  morning,  Mr.  Chairman  and  members  of  the  committee.   I  am  Ken  Lueckenotte, 
president  of  the  National  Association  of  Development  Companies,  and  also  executive  director 
of  Rural  Missouri,  Inc.,  of  Jefferson  City,  Missouri.    Mr.  Chairman,  it  is  well  known  that 
you  are  recognized  as  the  father  of  this  successful  economic  development  program.    I  want  to 
thank  the  Chairman  and  the  Committee  for  your  longstanding  and  generous  support  for  the 
503/504  programs  over  the  past  twelve  years.   I  also  want  to  thank  you  for  this  opportunity 
to  comment  on  the  FY  1994  budget,  as  well  as  other  issues  pertinent  to  this  important 
economic  development  program. 

For  those  who  might  not  be  so  familiar  with  the  504  program  as  the  Chairman,  I  would  like 
to  briefly  describe  its  structure  and  objectives.   Its  sole  objective  is  to  provide  growth  capital 
to  deserving  and  credit  worthy  small  businesses  in  order  to  create  or  retain  jobs  in  both  rural 
and  urban  communities.    This  innovative  program  combines  the  guarantee  authority  of  the  U. 
S.  Small  Business  Administration  with  the  capital  formation  abilities  of  both  commercial 
banks  and  the  nation's  public  finance  markets. 

Under  the  program,  growing  and  profitable  small  businesses  borrow  long  term  funds  for 
investment  in  new  commercial  construction,  plant  expansion  or  equipment  acquisition.  A 
key  requirement  of  this  program  is  that  at  least  one  new  job  to  be  created  for  each  $35,000 
of  guaranteed  funds.  Overall  project  financing  sources  are  typically  split  with  50%  bank 
lending,  40%  SBA-guaranteed  10  or  20  year  bonds  sold  to  private  investors,  and  10%  owner 
new  equity.  The  maximum  amount  of  the  guaranteed  504  bond  for  a  single  project  is  $1 
million. 

To  deliver  the  504  program  to  small  businesses,  the  SEA  has  authorized  the  certification  of 
approximately  400  Certified  Development  Companies  covering  every  urban  and  most  rural 
areas  in  the  country.    Except  for  about  ten  of  these  companies  which  are  for  profit,  CDCs 
are  "not-for-profit"  community-based  corporations,  economic  development  authorities  or 
units  of  governments  focusing  on  economic  development  and  job  creation  programs. 


FISCAL  YEAR  1993  BUDGET 

First,  I'd  like  to  address  the  current  status  and  expected  needs  of  the  program  for  the 
remainder  of  FY  93.   The  authorization  level  for  this  year  is  $775  million  for  502  and  504 
combined.   The  appropriated  fiinds  are  $40  million  for  502  and  $700  million  for  504,  for  a 
total  of  $740  million.    A  combination  of  the  well-publicized  small  business  credit  crunch  and 
the  shortfall  in  funding  for  the  7(a)  loan  guarantee  program  has  placed  substantial  pressure 
on  the  502  and  504  programs.   In  order  to  meet  the  critical  capital  needs  of  small  businesses 
across  the  country,  CDCs  have  worked  extremely  hard  to  package,  close  and  service  a 
record  number  of  loans  this  year.   These  efforts  have  resulted  in  a  record  number  of  jobs 
being  created  or  retained  in  small  businesses  who  could  find  no  other  source  of  funding. 
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Based  on  504  approvals  for  FY  93  to  date  and  historical  lending  patterns,  we  forecast  a  fiscal 
year-end  requirement  of  between  $800  and  $850  million  in  504  loans.   Without  an  increase 
in  the  program's  authorization  and  appropriation  amounts,  CDCs  and  the  SBA  will  face  a 
funding  crisis  this  fiscal  year.   NADCO  urges  the  committee  to  increase  the  authorization  for 
FY  93,  as  well  as  to  support  an  increase  in  504  program  funding  through  reprogramming  of 
available  and  appropriated  SBA  funds  from  other  sources. 

Mr.  Chairman  and  members  of  the  committee,  while  the  recovery  is  well  underway,  it 
continues  to  be  extremely  weak  in  virtually  every  sector  of  the  economy.   Jobs  are  not  being 
created  at  the  pace  we  need  to  sustain  the  recovery.    The  Congress  is  evaluating  several 
alternatives  for  expanding  economic  development  programs  to  get  American  small  businesses 
growing  again.   Expansion  of  the  SBA's  504  program  should  certainly  be  considered  as  a 
means  of  aiding  in  this  effort.   The  504  program,  and  its  predecessor  503  program,  have 
created  well  over  300,000  jobs  in  the  past  few  years,  while  carrying  a  loan  loss  record  which 
is  the  envy  of  any  commercial  bank  lender.   This  is  shown  by  the  program  subsidy  rate  of 
approximately  0.5%,  which  is  by  far  the  best  of  any  SBA  guarantee  program. 

We  urge  the  committee  to  act  quickly  to  provide  the  badly  needed  authorization  increase  for 
the  program,  and  ask  the  committee  to  support  a  reprogramming  of  existing  appropriated 
SBA  funds  for  the  remainder  of  the  fiscal  year.   These  actions  will  enable  CDCs  to  continue 
working  towards  the  administration's  and  Congress'  goal  of  economic  recovery  through  small 
business  job  creation. 


FISCAL  YEAR  1994  504  BUDGET 

The  504  program  has  shown  an  accelerating  growth  rate  since  inception,  but  in  the  past  two 
years  has  grown  at  an  annual  rate  of  over  25  % ,  due  primarily  to  the  substantial  reduction  in 
commercial  bank  lending  to  creditworthy  small  businesses.    During  the  recent  economic 
crisis  which  caused  massive  job  cutbacks  by  Fortune  500  companies,  and  huge  financial 
losses  from  the  resulting  shrinkage  of  business,  the  504  program  continued  to  provide  capital 
to  needy  small  businesses  which  created  tens  of  thousands  of  new  jobs.   At  the  same  time, 
the  loan  losses  suffered  by  SBA  from  the  504  program  loans  (and  ultimately  the  U.  S. 
taxpayer)  continued  to  go  down  ~  resulting  in  a  subsidy  decrease  from  0.54%  in  FY  93  to 
0.51%  for  FY  94. 

Additionally,  this  program  has  continued  to  attract  new  private  cq)ital  for  the  small  business 
borrower.    Two  years  ago,  in  addition  to  the  504  loans,  this  program  leveraged  about  $730 
million  in  convoitional,  non-SBA  guaranteed  funding  for  504  projects.   This  year,  it  will 
attract  over  $1.3  billion  in  conventional  loans.  This  will  occur  during  a  time  when 
commercial  bank?  continue  to  be  reluctant  to  provide  small  business  loans,  and  the  Congress 
is  searching  for  means  to  bring  traditional  lenders  back  to  this  business  sector. 


page3 


193 


At  the  same  time  the  program  is  growing,  the  cost  to  the  small  business  borrower  is  at  an 
historic  low.    Over  the  past  six  and  one-half  years,  private  investors  nationwide  have  become 
familiar  and  comfortable  with  the  504  debentures  that  we  sell  in  the  market.    A  large 
measure  of  this  comfort  comes  from  the  quality  of  the  program  which  as  resulted  in  a  very 
low  rate  of  defaults  and  prepayments.    The  result  has  been  a  steady  decline  in  the  interest 
rate  spread  we  pay  over  a  comparable  Treasury  maturity  from  150  basis  points  at  the  start  of 
the  program  to  60  basis  points  today.   This  combined  with  our  current  historically  low  rates 
of  about  6.5%  for  our  twenty  year  issues  has  enabled  us  to  provide  capital  hungry  small 
businesses  with  inexpensive  funds  for  rapid  expansion  while  conserving  precious  cash  for 
debt  service,  operating  expenses  and  even  further  business  growth. 

Mr.  Chairman,  for  all  of  these  reasons,  we  believe  it  is  imperative  that  Congress  continue  to 
expand  this  highly  effective  SBA  job  creation  program.    The  administration's  requested 
program  funding  is  $761  million  for  504.   While  this  request  is  an  increase  from  FY  93's 
original  budget,  it  does  not  answer  the  current  needs  of  the  program  at  a  critical  time  for  the 
U.  S.  economy. 

We  believe  that  total  loan  authority  for  504  should  be  at  least  $950  million  for  FY  94.   The 
additional  appropriation  cost  for  this  increase,  over  and  above  the  administration's  request,  is 
only  $965.000  in  504  subsidy.    Our  proposal  will  add  over  5.400  jobs  at  the  program's 
federally  required  job  creation  rate  of  $35,000  per  job.   The  added  cost  of  our  recommended 
increase  will  amount  to  only  $178  in  real  subsidy  cost  per  job  created.    This  small  increase 
in  real  cost  will  enable  the  program  to  continue  funding  small  business  job  creation  loans  at  a 
rate  of  growth  similar  to  that  of  the  past  two  years.    During  this  weak  recovery  of  the 
economy,  it  is  extremely  important  that  the  Small  Business  Administration  continue  to 
provide  this  major  source  of  long  term  fixed  rate  capital,  since  many  banks  are  still  reluctant 
to  include  small  business  borrowers  in  their  lending  strategies. 

We  urge  that  the  FY  94  502/504  authorization  be  increased  from  the  current  $825  million  to 
$1.09  billion.   These  programs  will  add  over  30,000  jobs  during  FY  94  for  expanding  small 
businesses  throughout  the  country.   The  returns  to  the  U.  S.  economy  will  include  substantial 
new  payroll  taxes,  additional  business  income  taxes,  increased  local  and  state  sales  and  real 
estate  taxes,  and  possibly  decreased  unemployment  and  welfare  costs,  as  businesses  hire 
unemployed  workers  for  these  new  jobs.   We  also  request  that  the  Congress  appropriate  fully 
the  amount  of  subsidy  to  fund  this  loan  authorization  level. 


503  PREPAYMENT  PREMIUM 

NADCO  testified  last  year,  and  in  previous  years,  that  the  federal  government  should  address 
the  issue  of  the  onerous  rates  of  interest  paid  by  the  small  business  borrowers  under  the  old 
503  program.    We  recognize  that  two  previous  sessions  of  Congress  attempted  to  rectify  this 
injustice,  only  to  have  earlier  administrations  reject  their  proposals. 


page  4 


194 


This  Congress  and  the  new  administration  are  currently  seeking  a  solution  to  this  problem 
through  administrative  means.   We  applaaid  the  committee's  leadership  and  Congress's  and 
the  administration's  efforts.   We  strongly  support  the  search  for  an  equitable  solution  to  this 
issue.   It  is  in  the  country's  interests  to  help  our  small  businesses  grow  and  prosper  in  order 
to  put  this  long-standing  economic  crisis  bdiind  us.   It  does  little  good  to  force  almost  4,000 
small  business  borrowers  to  pay  interest  rates  to  the  federal  financing  bank  well  above  the 
currwit  commercial  market  rates  offering  by  bank  lenders. 

Although  these  borrowers  agreed  to  the  prq>ayment  structure  in  the  early  to  mid  80' s  when 
interest  rates  were  at  an  all-time  high,  they  are  now  at  a  competitive  disadvantage  within 
their  respective  industries.   They  have  been  denied  the  traditional  opportunity  to  restructure 
their  debt  that  other  sectors  of  the  economy  such  as  homeowners  and  large  corporations, 
have  been  able  to  utilize.   A  rapid  solution  to  this  critical  problem  will  enable  these  small 
businesses  to  expand  and  add  new  jobs  to  their  employment  rolls. 

ADMINISTRATION  AGENCY  INITIATIVES 

The  new  Administrator  has  set  forth  a  number  of  major  new  objectives  for  the  Small 
Business  Administration.    We  support  his  efforts  to  provide  improved  financial  assistance  to 
the  nation's  many  small  businesses  while  becoming  more  cost  effective  in  the  delivery  of  the 
SBA's  services.    We  would  like  to  comment  on  some  of  his  new  initiatives. 

We  would  like  to  address  the  budget  and  staffing  proposals  by  the  SEA  for  FY  94.   It  is 
proposed  that  the  field  staff  of  the  Financial  Assistance  office  be  decreased  by  fifteen  full 
time  equivalent  positions.   While  this  is  not  a  substantial  change,  it  reflects  a  decrease  in 
FTEs  of  over  130  fi-om  FY  1990.   This  decrease  has  occurred  during  a  period  when  the 
work  of  the  field  loan  officers  has  increased  markedly.   During  this  past  three  years,  loans 
originated  by  lenders  and  processed  by  SEA  field  staff  have  increased  from  45  to  62  per 
employee,  an  increase  of  almost  50%.   The  portfolio  management  workload  has  increased 
from  $21.5  miUion  to  $31.3  miUion  per  SEA  FTE. 

Our  industry  is  also  concerned  about  the  impact  of  increasing  workloads  on  the  servicing 
staffs  of  district  offices.   The  SEA  is  piloting  a  centralized  servicing  program  now  in  its 
Fresno,  CA,  office  in  order  to  gain  efficiencies  through  consolidation  of  similar  functions. 
We  applaud  and  support  this  effort,  and  endorse  the  extension  of  such  changes  to  other  SEA 
regions  as  the  process  is  refined.   However,  these  changes  should  be  viewed  as  an 
opportunity  to  redirect  field  staff  towards  more  rapid  processing  of  incoming  loan  packages 
from  lenders.   A  reduction  of  backlogs  within  several  large  SEA  districts  will  result  in 
improved  "customer"  service  which  the  new  administrator  has  set  as  a  personal  goal. 
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Another  pilot  program  which  could  positively  impact  backlogs  of  loan  approval  is  the 
Accredited  Lender  Program  for  Certified  Development  Companies.    Under  this  program, 
CDCs  which  have  proven  credit  underwriting  and  loan  servicing  skills  may  take  on  some  of 
the  SBA  responsibilities  in  order  to  move  a  loan  request  more  quickly  through  the  system. 
This  is  similar  to  the  highly  successful  7(a)  CLP  and  PLP  programs.    The  pilot  of  this 
concept  has  worked  well,  and  we  have  urged  the  agency  to  expand  it  to  a  fUU  program 
option,  available  to  more  CDCs  across  the  country.    The  results  could  be  less  work  for  SBA 
staff  and  improved  loan  package  turnaround  times  for  small  business  borrowers. 

We  are  concerned  about  the  administration's  budget  for  the  Financial  Assistance  area  of  the 
agency.    It  indicates  a  decrease  from  $63.4  million  to  $56.1  million,  or  12%  for  FY  94. 
While  we  do  not  know  the  details  of  this  budget  proposal,  we  are  aware  that  field  staff  of  the 
agency  already  operate  many  of  their  programs  in  a  cost  efficient  manner.   We  fear  that  a 
12%  reduction  vvdll  impact  both  the  timeliness  and  quality  of  these  critical  programs. 
Further,  with  growth  of  the  programs  expected  to  continue,  such  cuts  in  both  staff  and 
funding  may  create  increased  backlogs  of  work,  and  degrade  the  servicing  quality  of  the  loan 
portfolio.    This  would  certainly  increase  the  losses  for  the  program  and  drive  the  subsidy  up 
in  future  years.    On  both  staffing  and  funding  for  field  offices,  we  urge  caution  in  making 
any  cuts  at  a  time  when  we  see  increased  demand  for  the  agency's  programs. 

We  support  the  Administrator's  renewed  focus  on  the  business  "customer"  by  SBA  staff,  and 
hope  that  the  agency  will  continue  to  aggressively  expand  its  role  in  the  nation's  economic 
recovery.    America's  new  jobs  will  come  from  small  business  during  the  next  decade,  and 
the  Small  Business  Administration  should  be  the  agency  to  lead  the  federal  government's 
efforts  to  facilitate  and  support  this  job  growth.    Our  membership  stands  ready  to  assist  the 
Congress  and  the  new  Administrator  in  our  combined  efforts  to  bring  the  504  economic 
development  program  benefits  to  more  needy  small  businesses  across  the  country. 

Mr.  Chairman,  this  concludes  my  prepared  remarks.   I  would  be  pleased  to  answer  any 
questions  you  or  the  Members  might  have. 
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Good  morning,  Mr.  Chairman,  Members  of  the  Committee,  I  am  Douglas  B.  Kadison, 
Chairman  and  Chief  Executive  Officer  of  Horizon  Savings  Association.   Horizon  is  a  $65 
million  community  institution  headquartered  in  Austin,  Texas.   I  am  appearing  today  on 
behalf  of  the  Savings  and  Community  Bankers  of  America-  our  national  trade  association 
representing  more  than  2,000  community  lending  institutions.    While  the  focus  of  our 
industry  is  naturally  on  housing,  we  are  full-scale  community  lenders.     At  Horizon,  we  lend 
to  our  community  to  maintain  and  enhance  its  economic  and  social  strength. 

I  welcome  the  opportunity  to  share  with  you  some  thoughts  on  our  institution's  involvement 
in  the  Small  Business  Administration  section  7(a)  guarantee  loan  program.   It  is  a  wonderful 
program  and  I  am  passionate  about  it.   It  can  be  very,  very  beneficial  to  a  great  number  of 
people.   Let  me  state  at  the  outset  how  unfortunate  it  is  that  the  program  is  currently  out  of 
funds.  These  badly  needed  monies  should  be  restored  as  soon  as  possible.  The  supplemental 
appropriations  bill,  H.R.  2118,  should  be  passed  at  the  earliest  opportunity  before  the 
adverse  impact  worsens.   Last  Friday's  Washington  Post,  I  understand,  included  a  ftont-page 
story  about  how  the  lack  of  funding  has  hurt  local  communities.  Horizon  is  continuing  to 
process  small  business  loans  but  b<  -ause  of  this  outage  of  SBA  guarantees,  we  are  unable  to 
fund  new  loans.  It  is  making  our  borrowers  frantic  with  worry.   While  some  loans  can  be 
made  without  SBA  backing,  for  those  loans  on  the  cu^,  or  needing  more  extended  terms, 
the  guarantee  makes  the  extra  difference. 
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Horizon  opened  for  business  on  May  1,  1987.   In  June  of  1988,  we  began  SBA  lending  and 
after  our  first  18  months  in  existence,  we  became  a  certified  SBA  lender.     In  the  fall  of 
1991  we  became  a  preferred  SBA  lender.   Horizon  was  able  to  accomplish  this  so  quickly 
because  of  the  technical  expertise  of  our  people,  the  ability  to  control  underwriting  exposure 
and  demonstraUng  to  SBA  our  overall  competence.   Since  we  began.  Horizon  has  made  over 
80  section  7(a)  SBA  loans. 

Horizon,  in  fact,  is  the  only  preferred  and  certified  bank  or  thrift  in  the  Austin  area.   That 
means  we  are  better  able  to  serve  our  customers'  needs  faster  and  more  efficiently.  For 
those  who  might  be  unfamiliar  with  the  program,  certified  lenders  are  given  a  three-day 
turnaround  on  their  loan  application  by  the  local  SBA  office,  assuming  everything  is  in 
order.   Preferred  lenders  may  decide  unilaterally  on  SBA  participation  and  eligibility  issues, 
usually  though  on  higher  quality  loan  credits.   There  are  only  about  156  preferred  lenders 
nationwide. 

Horizon's  Small  Business  Lending  Experience 

The  average  size  of  an  SBA  loan  made  by  Horizon  is  roughly  $270,000.   At  least  25  percent 
of  our  SBA  loans  have  gone  to  women  and  minorities.   It  may  be  difficult  to  quantify  the 
number  of  jobs  we  have  helped  to  create,  I  can  tell  you  about  some  of  the  people  whose  lives 
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have  been  changed  for  the  better  because  of  our  loans: 

o  In  a  San  Antonio  barrio,  a  husband  and  wife  ran  an  ice  house,  which  is,  in  effect,  a 
comer  bar.  They  were  renters  and  did  not  own  the  building  where  their  business  was 
established.   The  husband  died  and  the  woman,  who  was  in  her  forties  and  raising  three 
children,  was  left  running  the  place.   She  was  doing  this  for  seven  years  until  the  individual 
who  owned  the  building  decided  to  sell  it.   Naturally,  the  woman  wanted  to  buy  the  building. 
But  now  who  would  want  to  lend  to  a  minority  woman  who  owned  a  bar  in  the  barrio?  She 
needed  $50,000.   Horizon  looked  at  the  deal,  and  saw  that  this  woman  had  been  regularly 
making  rent  payments  on  her  own  for  the  last  seven  years.   And,  to  top  it  off,  the  monthly 
principal-interest-taxes-insurance  payments  would  be  less  than  her  current  rent  payments. 
This  looked  like  a  loan  that  was  going  to  perform,  so  we  made  it.   To  make  a  long  story 
short,  the  loan  performed  fine  until  recently  when  the  woman's  mother  became  ill  and  she 
had  cover  her  medical  bills.    The  loan  is  currently  delinquent,  but  is  still  on  our  books  and 
we  are  working  it  out.  We  made  the  loan  because  it  was  the  right  thing  to  do  -  in  every 
sense  ~  and  continue  to  believe  that. 

o  A  company  that  makes  memory  expansion  boards  for  computers  came  to  us  for  a  working 
capital  loan.   In  the  first  year  the  company  had  sales  of  $600,000,  and  in  the  second  year, 
$1.2  million.   Horizon  made  a  SBA  loan  of  $600,000,  and  in  the  third  year  the  company's 
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sales  jumped  to  $6  million,  the  fourth  year  $18  million,  then  $30  million,  and  so  on  to  $60 
million.  That  company,  in  fact,  became  an  entrepreneur  of  the  year  award  winner.   It  is  a 
great  success  story.   Unfortunately,  they  grew  so  fast  that  we  were  unable  to  grow  with 
them,  and  a  large  commercial  bank  ended  up  taking  away  the  business. 

o  One  bright  guy  working  for  a  venture  capital  company  came  up  with  the  idea  of 
developing  a  motion  detector  that  could  be  placed  in  warehouses  or  public  restrooms.   It 
would  automatically  turn  on  the  lights  when  someone  entered  and  turn  them  off  when  the 
person  had  left.  The  device  would  save  a  lot  of  energy.   The  firm  where  this  individual 
worked  spent  $1  million  on  the  idea,  but  after  they  decided  that  the  market  was  not  deep 
enough,  the  inventor  was  given  his  patent  and  wished  good  luck.   Horizon  made  several 
loans  over  time  to  the  inventor.   That  individual,  who  began  by  operating  out  of  his  garage, 
had  $1.5  million  in  sales  in  his  fourth  year  and  now  employs  25  people. 

0  A  small  business  --  a  local  merchant  -  in  a  small  town  in  Texas  found  itself  struggling  to 
survive  after  a  Walmart  moved  nearby.  The  local  merchant  tried  to  redirect  sales  and  find  a 
niche,  but  in  the  short  term  found  himself  saddled  with  substantial  debt.  To  make  matters 
even  worse,  the  bank  that  he  had  been  dealing  with  went  out  of  business.   The  merchant 
came  to  Horizon  for  a  $120,000  loan  to  pay  off  all  the  accounts  receivable,  consolidate  debt, 
and  takes  steps  to  survive.   Horizon  made  the  loan.  The  merchant  has  put  every  dime  of  his 
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own  into  the  business,  found  a  niche,  and  is  fighting  back.   I  don't  know  whether  his 
business  will  survive,  but  they  have  made  some  progress  and  have  a  real  good  chance  to 
succeed.   This  story  is  not  unique. 

o  A  single  woman  in  her  early  to  mid-thirties  ran  a  dog  grooming  business  in  rented  space. 
A  building  came  up  for  sale  in  her  neighborhood  which  also  offered  her  the  opportunity  to 
put  boarding  kennels  in  the  back.   The  rent  as  compared  to  mortgage  payments  was  very 
similar,  but  the  new  building  offered  much  larger  facilities.   Horizon  made  a  loan  of 
$125,000  to  her  to  buy  the  larger  space.   The  woman  turned  out  to  be  a  typical  small 
business  borrower  -  she  knew  how  to  groom  dogs,  but  she  was  not  the  world's  greatest 
businesswoman.   She  had  some  cost  overruns  in  buying  and  setting  up  her  new  property.   To 
make  matters  worse,  her  personal  finances  ran  into  some  difficulties.  She  ultimately  filed  for 
bankruptcy.   But  the  woman  said  she  was  going  to  work  things  out,  and  we  believed  her. 
She  reaffirmed  her  debt  and  the  loan  is  now  performing. 

Admittedly  not  all  our  SBA  loans  are  success  stories.   Texas  has  gone  through  some  tough 
times  the  pa-*  six  to  seven  years,  but  we  can  proudly  say  that  we  were  in  the  market  making 
loans  when  no  one  else  would,  and  the  vast  majority  have  and  continue  to  perform  as  agreed. 


202 


Administration  Initiatives 

Horizon  sells  all  its  SBA  loans  into  the  secondary  market  in  order  to  relend  Uie  money  to 
other  small  businesses.   The  Administration's  proposal  to  charge  an  ongoing  fee  on 
secondary  market  sales  would  reduce  profitability  of  small  business  lending  to  the  bank. 
When  combined  with  the  proposed  cut  in  the  guarantee  percentage,  SBA  lending  will  be 
considerably  less  attractive.     Also,  because  of  the  increased  long-term  risk  exposure  there 
will  be  a  reduced  number  of  institutions  who  participate  in  the  program. 

While  many  of  the  Administration's  initiatives  to  control  government  spending  are  laudable, 
and  we  are  all  committed  to  deficit  reductions,  there  is  an  overriding  imperative  to  stimulate 
the  economy  and  create  jobs.  The  SBA  loan  program  has  been  successful  and  should  be  an 
integral  part  of  the  Administration's  proposed  community  development  and  empowerment 
zone  initiatives.  There  seems  little  rationale  to  handicapping  a  program  that  could  be  an 
essential  element  of  these  .new  proposals.     Do  you  want  to  run  the  risk  of  having  these  new 
initiatives  be  less  successful  because  of  the  diminished  capacity  of  a  program  that  ought  to  be 
included? 
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Community  Reinvestment  Act 

Horizon's  work  with  minority  individuals  has  not  stopped  with  SBA  loans.  Last  June, 
Horizon  invited  all  of  the  small  lenders  in  town  to  join  us  in  forming  a  cooperative  to  pool 
our  resources  and  to  potentially  share  the  risk  of  lending  to  low-income  borrowers.  This  has 
given  us  the  chance  to  compete  with  larger  institutions.  We  started  with  seven  institutions  in 
our  group  and  we  are  now  up  to  eleven.  Examples  of  the  types  of  things  that  we  have  been 
able  to  accomplish  include  raising  funds  for  and  sponsoring  a  "Habitat  for  Humanity"  house. 
The  program  builds  housing  for  needy  and  low-income  people. 

Further,  with  our  combined  resources,  we  have  been  able  to  hold  outreach  seminars  on  an 
ongoing  basis  in  minority  communities.  Topics  have  included  how  to  balance  a  checking 
account,  documents  needed  to  apply  for  a  business  loan,  how  to  repair  a  balance  sheet,  and 
the  nature  of  SBA  loans  and  the  application  process.   These  have  taken  place  every  two 
weeks  over  a  five  month  period.   Horizon  is  also  looking  to  getting  involved  with  the  Special 
Olympics. 
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rONCLUSION 

Mr.  Chairman,  I  am  an  old  liberal  from  the  sixties.  SBA  loans  feel  good  to  make,  do  good 
in  the  community  and  can  be  profitable.  But  the  program  needs  funding  to  continue. 
Savings  and  Community  Bankers  of  America  appreciates  the  opportunity  to  share  our 
thoughts  and  experiences  with  your  colleagues  and  you.  I  would  be  happy  to  answer  any 
questions  that  you  might  have. 
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GOOD  MORNING  CHAIRMAN  LAFALCE  AND  MEMBERS  OF  THE  COMMITTEE. 
THANK  YOU  FOR  THE  OPPORTUNITY  TO  SPEAK  TO  YOU  TODAY  ON  THE  SMALL 
BUSINESS  ADMINISTRATION'S  BUDGET  REQUEST  FOR  1994. 

MY  NAME  IS  FRANCIS  R.  CARROLL.  I  AM  THE  PRESIDENT  AND  FOUNDER  OF 
THE  SMALL  BUSINESS  SERVICE  BUREAU,  INC.  (SBSB)  AND  SERVE  AS  THE 
CHAIRMAN  OF  ITS  LEGISLATIVE  COUNCIL.  SBSB  IS  A  NATIONAL 
MEMBERSHIP  ORGANIZATION  REPRESENTING  MORE  THAN  35,000  SMALL 
BUSINESS  MEMBER  FIRMS.  SBSB  WAS  FOUNDED  -AND  EXISTS-  TO  PROVIDE 
LEGISLATIVE  ADVOCACY,  MANAGEMENT  ASSISTANCE  AND  GROUP  BENEFITS 
AND  SERVICES  TO  SMALL  COMPANIES  EMPLOYING  FEWER  THAN  FIFTY  (50) 
PEOPLE.  MOST  OF  OUR  MEMBERS  IN  FACT,  ARE  SELF-EMPLOYED,  SOLE 
PROPRIETORSHIPS,  PARTNERSHIPS  AND  UNINCORPORATED  BUSINESSES 
EMPLOYING  10  OR  FEWER  PEOPLE.  WE  REPRESENT  THE  NATION'S  TRUE 
"SMALL  BUSINESSES". 

PERSONALLY,  MY  CREDENTIALS  INCLUDE  OVER  11  YEARS  OF  SERVICE  ON 
THE  SMALL  BUSINESS  ADMINISTRATION'S  NATIONAL  ADVISORY  COUNCIL,  AS 
AN  APPOINTEE  OF  PRESIDENTS  FORD,  CARTER  AND  REAGAN.  I  AM  ALSO  A 
FOUNDING  MEMBER  OF  THE  DEMOCRATIC  NATIONAL  COMMITTEE'S  COUNCIL  ON 
SMALL  BUSINESS.  THIS  SERVICE,  AND  MORE  THAN  THIRTY  YEARS  OF 
WORKING  WITH  SMALL  BUSINESS  PEOPLE  HAS  MADE  ME  ACUTELY  AWARE  OF 
THE  PROBLEMS  THEY  FACE,  ESPECIALLY  IN  REGARD  TO  CAPITALIZATION. 

IN  1953,  THEN-PRESIDENT  EISENHOWER  CREATED  THE  SMALL  BUSINESS 
ADMINISTRATION  TO  PROMOTE,  ASSIST  AND  COUNSEL  SMALL  FIRMS  AND  TO 
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MAKE  DIRECT  LOANS  WITH  GOVERNMENT  MONEY.  OVER  THE  YEARS  THE 
AGENCY  HAS  EVOLVED  AND  TODAY  ONE  OF  THE  MOST  SUCCESSFUL  PROGRAMS 
IT  ADMINISTERS  IS  THE  7(A)  LOAN  GUARANTEE  PROGRAM.  THROUGHOUT  THE 
YEARS,  THE  SBA  AND  ITS  7(A)  PROGRAM  HAS  MEANT  THE  DIFFERENCE 
BETWEEN  SUCCESS  AND  FAILURE  FOR  THOUSANDS  OF  SMALL  BUSINESSES. 
CONSIDER  THIS:  THE  SBA  HAS  DELIVERED  MORE  THAN  12  MILLION  LOANS, 
CONTRACTS,  COUNSELING  SESSIONS,  AND  OTHER  FORMS  OF  ASSISTANCE  TO 
SMALL  BUSINESSES.  WITH  A  DIRECT  AND  GUARANTEED  BUSINESS  LOAN 
PORTFOLIO  OF  APPROXIMATELY  $22.5  BILLION,  SBA  IS  THE  LARGEST 
SINGLE  FINANCIAL  BACKER  OF  SMALL  BUSINESS  TODAY. 

UNDER  THIS  PROGRAM  SMALL  BUSINESSES  ARE  ABLE  TO  SECURE  MUCH 
NEEDED  CAPITAL  FROM  BANKS.  NINETY  PERCENT  OF  THOSE  LOANS,  UNDER 
$155,000  ARE  GUARANTEED  BY  THE  FEDERAL  GOVERNMENT.  WITHOUT  THOSE 
GUARANTEES,  MANY  SMALL  BUSINESSES  CANNOT  BORROW  ON  AFFORDABLE 
TERMS.  IN  ADDITION  TO  THE  GOVERNMENT  GUARANTEES,  THE  PROGRAM 
PROVIDES  FAVORABLE  TERMS  THAT  ARE  OTHERWISE  UNAVAILABLE  TO  SMALL 
BUSINESSES.  FOR  EXAMPLE,  THE  LOANS  ARE  COMMONLY  MADE  AT  CLOSE  TO 
MARKET  RATES  AND  THE  REPAYMENT  PERIODS  ARE  LONGER. 

THE  SMALL  BUSINESS  SECTOR  WILL  BE  THE  FORCE  WHICH  BRINGS  THE 
COUNTRY  OUT  OF  ITS  CURRENT  ECONOMIC  SLUMP.  AS  WE  ALL  KNOW,  THE 
CONTRIBUTIONS  OF  YOUNG,  SMALL  FIRMS  TO  INNOVATION  AND  JOB 
CREATION  IS  FAR  MORE  SIGNIFICANT  THAN  THAT  OF  BIG  BUSINESS.  SMALL 
BUSINESSES  PROVIDED  ALL  OF  THE  NET  NEW  JOBS  FROM  1988-1990,  WERE 
99.7  PERCENT  OF  ALL  EMPLOYERS  IN  1990,  EMPLOYED  65  PERCENT  OF  THE 


208 


PRIVATE  WORK  FORCE  IN  1990,  CREATED  40  PERCENT  OF  THE  NATION'S 
NEW  HIGH-TECHNOLOGY  JOBS  LAST  YEAR  AND,  PROVIDED  TWO  OF  EVERY 
THREE  NEW  WORKERS  WITH  THEIR  FIRST  JOBS. 


THE  ADMINISTRATION  HAS  PROPOSED  A  REDUCTION  IN  THE  GOVERNMENT 
GUARANTEE  PROGRAM  FROM  90  PERCENT  TO  70  PERCENT,  AND  AN 
IMPOSITION  OF  A  SURCHARGE  ON  LENDERS  IF  THE  LOANS  ARE  SOLD  IN 
SECONDARY  FINANCIAL  MARKETS.  MANY  PRIVATE  LENDERS  SAY  THIS  WOULD 
FORCE  THEM  TO  MAKE  FEWER  SBA-BACKED  LOANS.  AND,  THEY  ARGUE,  THE 
PROPOSALS  CONTRADICT  PRESIDENT  CLINTON'S  CAMPAIGN  PROMISE  TO  SPUR 
GROWTH  AMONG  SMALL  BUSINESSES. 

WHY  IS  THE  ADMINISTRATION  PROPOSING  TO  LIMIT  ACCESS  TO  CAPITAL 
FOR  THE  SMALL  BUSINESS  COMMUNITY,  WHICH  REPRESENTS  THE  ONLY 
CURRENT  POSITIVE  ECONOMIC  TREND?   IT  IS  COUNTERPRODUCTIVE  TO 
INHIBIT  THE  ONE  SECTOR  OF  THE  ECONOMY  ENJOYING  ANY  REAL  GROWTH. 

ACCORDING  TO  OFFICIALS  AT  WORCESTER  COUNTY'S  FLAGSHIP  BANK  AND 
TRUST,  IN  THE  LAST  2  MONTHS  THE  BANK  HAS  APPROVED,  OR  IS  IN  THE 
PROCESS  OF  APPROVING  LOANS  TO  33  COMPANIES  REPRESENTING 
APPROXIMATELY  $7  MILLION  IN  FINANCING  AND  LEADING  TO  THE  CREATION 
OR  RETENTION  OF  ALMOST  1,200  JOBS  IN  CENTRAL  MASSACHUSETTS.  THE 
AVERAGE  SIZE  OF  THESE  LOANS  IS  $130,000.  THE  NEW  RULING  WOULD  PUT 
A  NUMBER  OF  THOSE  LOANS  AT  RISK. 
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FLAGSHIP  OFFICIALS  INDICATE  THEY  ARE  STRONGLY  OPPOSED  TO  THE 
IMPOSITION  OF  A  SURCHARGE  FOR  SELLING  TO  THE  SECONDARY  MARKETS. 
BECAUSE  IT  DISCOURAGES  LIQUIDITY,  THE  IMPOSITION  OF  THIS  FEE  WILL 
BE  DEVASTATING  TO  THE  7(A)  PROGRAM.  COUPLED  WITH  THE  GUARANTEE 
RATE  REDUCTION,  FLAGSHIP  OFFICIALS  FEAR  THE  ADMINISTRATION'S 
PROPOSALS  WILL  DETER  NEW  LENDERS  FROM  PARTICIPATING  IN  THE  7(A) 
PROGRAM  AND  DISCOURAGE  CURRENT  PARTICIPANTS  FROM  APPROVING  ANY 
MARGINAL  LOANS.  FROM  MY  EXPERIENCE,  I  AGREE  WITH  THEM. 

A  WORCESTER  BASED  SMALL  COMPANY  WITH  $6  MILLION  WORTH  OF  PROPERTY 
AND  A  CREDIT  HISTORY  THAT  INCLUDES  SATISFYING  A  $1  MILLION  LOAN 
IN  SEVEN  YEARS  WAS  RECENTLY  DENIED  A  LOAN  FOR  $500,000.   THIS 
WILL  BE  THE  FUTURE  FOR  AMERICAN  SMALL  BUSINESSES.  THEIR  SURVIVAL 
IS  THREATENED  UNDER  THE  ADMINISTRATION'S  PROPOSAL. 

EVERYONE  TALKS  ABOUT  HELPING  SMALL  BUSINESSES  AND  TAKING  STEPS 
NECESSARY  TO  HELP  SMALL  BUSINESS  CREATE  THE  JOBS  THIS  ECONOMY 
MUST  HAVE  TO  MOVE  FORWARD.  THIS  PROPOSAL  MOVES  IN  THE  OPPOSITE 
DIRECTION  OF  THAT  PLEDGE. 

WE  TALK  ABOUT  THE  PROLIFERATION  OF  CRIME  IN  AMERICA  TODAY.  TO 
LEAVE  A  SMALL  BUSINESS  BLOODIED  BY  THE  ECONOMY  IN  THE  STREETS  TO 
DIE  WITHOUT  ANY  LIFE  SUPPORT  SYSTEM  IS  MERCILESS  AND  A  TRAGIC 
WASTE.  THE  FEDERAL  GOVERNMENT  HAS  A  RESPONSIBILITY  TO  THE  MEN  AND 
WOMEN  WHO  BUILT  THIS  COUNTRY  TO  STAND  WITH  THEM  AND  GROW  AND  NOT 
TO  RISE  UP  AGAINST  THEM. 
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IT  IS  MY  OPINION  THE  WHITE  HOUSE  IS  MISTAKEN  WHEN  THEY  SAY  THE 
PROPOSED  CHANGES  WILL  HELP  MORE  THAN  HAMPER  LENDING.  IT  IS 
ESSENTIAL  NOW  MORE  THAN  EVER  THE  FEDERAL  GOVERNMENT  STAND  BY  THE 
SMALL  BUSINESS  COMMUNITY  AND  RETAIN  THE  CURRENT  GUARANTEE  RATE 
FOR  LENDING  TO  SMALL  BUSINESSES. 

I  STRONGLY  RECOMMEND,  MR.  CHAIRMAN,  YOU  MAINTAIN  THE  CURRENT  SBA 
GUARANTEE  RATE  FOR  SMALL  BUSINESS  LOANS  AND  OPPOSE  THE  IMPOSITION 
OF  A  SURCHARGE.  THANK  YOU  FOR  THE  OPPORTUNITY  TO  PRESENT  MY 
VIEWS.  I  WOULD  BE  HAPPY  TO  ANSWER  ANY  QUESTIONS. 
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Mr.  Chairman  and  Members  of  the  Committee: 

Good  morning.  I  am  Lewis  A.  Shattiick,  and  I  am  here  representing  National  Small 
Business  United  at  today's  hearing.  I  am  Executive  Vice  President  of  the  Barre  Granite 
Association,  the  former  President  of  the  Smaller  Business  Association  of  New  England 
(SBANE),  and  Trustee  Emeritus  of  National  Small  Business  United  (NSBU).  I  welcome  the 
chance  to  be  here  today  and  to  comment  on  the  budget  priorities  of  the  Small  Business 
Administration  (SBA),  a  critical  institution  for  the  small  business  community. 

First,  I  would  like  to  make  clear  the  commitment  of  National  Small  Business  United  to 
substantial  deficit  reduction.  To  this  end,  there  are  significant  portions  of  the  President's 
economic  strategy  of  which  we  have  been  very  supportive,  though  we  think  further  budget  cuts 
are  necessary  and  available.  But  the  fact  remains  that  if  all  federal  programs  had  sustained  the 
cuts  that  the  SBA  has  seen  in  the  last  12  years,  we  would  not  be  worrying  about  our  deficit. 

To  be  sure,  the  SBA  has  been  subject  to  some  criticism.  Though  the  SBA  has 
shortcomings,  it  is  still  the  most  effective  economic  development  agency  for  the  small  business 
community  and  entrepreneurship  that  we  have  seen.  It  has  also  served  the  nation  and  its 
economy  through  the  growth  and  expansion  of  small  businesses,  which  the  agency  has  fostered. 
An  investment  in  the  SBA  is  an  investment  in  the  growth  of  small  business,  an  investment  that 
will  add  many  more  dollars  to  the  federal  treasury  than  any  narrow  program  cuts  are  likely  to 
attain.  Administrator  Bowles  said  last  week  that  "President  Clinton  is  determined  to  do  what 
is  necessary  to  help  small  business  create  the  jobs  this  economy  must  have  to  move  forward 
again."  Adequate  funding  of  SBA's  programs  should  be  a  cornerstone  of  any  serious  effort  to 
increase  employment. 
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Today,  I  would  like  to  address  several  special  aspects  of  the  Administration's  FY  1994 
budget  for  the  SB  A. 

7(h)  Guaranteed  Loan  Program 

This  Committee  is  today  faced  with  two  fundamental  questions:  1)  Will  this 
Administration  succeed,  albeit  unintentionally,  where  David  Stockman  failed  at  dismantling  the 
SBA  in  substantial  ways;  and  2)  Will  this  Committee  continue  to  stand  up  to  the  Administration 
and  oppose  these  damaging  cuts,  as  it  has  done  in  the  past? 

Mr.  Chairman,  what  the  Administration  says  and  what  it  does  with  respect  to  the  nearly 
universally  recognized  small  business  credit  crunch  are  two  different  things.  On  the  one  hand, 
they  say  the  right  things  about  solving  the  credit  crunch  and  have  provided  a  modicum  of  small 
business  lending  relief  in  the  form  of  the  Interagency  Policy  Statement  on  Credit  Availability. 
And,  we  are  pleased  that  the  Administration  supports  the  efforts  of  Chairman  Neal  Smith,  you 
Chairman  LaFalce,  and  the  many  individuals  on  this  Committee  and  others  to  ftiUy  fund  the  7(a) 
loan  program  during  FY  1993. 

However,  the  Administration  is  doing  the  wrong  thing  by  substantially  curtailing  support 
for  the  7(a)  loan  program  in  FY  1994  and  beyond.  It  is  as  if  the  Administration  believes  that 
the  credit  crunch  will  be  over  on  October  I,  1993  and  small  business  credit  needs  will  have  been 
adequately  met.  We  know  that  will  not  be  the  case.  President  Clinton  has  correctly  pointed  to 
three  critical  and  recurring  themes  in  our  economy  to  which  we  must  respond:  1)  the  credit 
crunch;  2)  the  need  to  create  more  jobs;  and  3)  the  general  economic  "malaise"  that  continues 
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to  plague  the  country.    The  SBA's  7(a)  Guaranteed  Lx)an  program  can  play  an  important  role 
in  alleviating  all  of  these  problems. 

For  FY  1994,  the  Administration  proposes  to  fund  the  7(a)  program  at  approximately 
$155  million,  less  than  the  supplemental  funding  request  alone  for  1993,  and  $217  million  less 
than  the  total  funding  for  1993--all  at  a  time  when  demand  for  this  program  far  outstrips  the 
supply.  I  know  of  no  other  federal  guaranteed  loan  program  proposed  for  such  a  drastic 
reduction— not  the  loan  programs  at  the  Farmers  Home  Administration,  MARAD,  at  EDA  or 
anywhere  else.  Is  this  reflective  of  the  Administration's  efforts  to  do  everything  possible  to 
solve  the  small  business  credit  crunch?  Again,  the  Administration  seems  to  be  saying  one  thing 
and  doing  another. 

As  if  the  FY  1994  funding  request  were  not  bad  enough,  the  Administration  also 
proposes  to  reduce  the  7(a)  subsidy  rate,  the  amount  that  must  be  appropriated  for  every  dollar 
of  loan  guarantee,  from  4.92  percent  to  2.35  percent.  It  is  suggested  that  this  will  make  banks 
improve  the  quality  of  their  loans  and  reduce  the  default  rate  on  7(a)  loans.  Perhaps,  but  the 
least  likely  result  is  more  credit  being  made  available  to  small  business. 

This  proposed  reduction  in  the  7(a)  subsidy  rate  is  exactly  the  same  sort  you  and  the 
Committee  consistently  rejected  over  the  last  12  years.    We  urge  you  to  do  so  again. 

My  purpose  is  not  to  speak  for  7(a)  lenders,  but  we  all  need  to  recognize  that  those 
lenders  do  not  have  to  make  7(a)  loans.  They  do  so  for  a  variety  of  reasons.  For  example,  they 
make  a  good  return  on  those  loans,  and  the  loans  help  them  meet  Community  Reinvestment  Act 
requirements.  If  the  Administration's  subsidy  rate  proposal  forces  banks  to  improve  the  quality 
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of  their  loans,  while  reducing  the  income  flowing  from  7(a)  loans,  we  can  expect  a  bank  to  do 
one  of  two  things:  either  the  bank  will  stop  making  small,  working  capital  loans  where  they  get 
a  low  rate  of  return  and  only  make  large  highly  profitable  loans,  or  the  bank  will  stop  making 
7(a)  loans  altogether.  We  do  not  support  the  proposed  reduction  in  the  7(a)  subsidy  rate  because 
all  it  will  do  is  force  small  borrowers,  small  loans,  and  small  banks  (who  most  often  use  the 
secondary  market)  out  of  the  program.  Therefore,  the  subsidy  rate  proposal  will  only  exacerbate 
the  credit  crunch  for  many  small  businesses. 

Perhaps  more  significantly,  this  proposal  could  evaporate  years  of  SBA  cultivation  of 
relationships  with  banks  across  the  country.  For  years,  the  SBA  has  assiduously  courted  banks 
for  participation  in  the  7(a)  program,  reducing  paperwork,  making  it  more  financially  attractive. 
All  of  the  work  could  be  lost  in  one  fell  swoop  if  this  proposal  convinces  banks  that  participation 
in  the  7(a)  program  does  not  make  financial  sense.  We  urge  you  to  consider  this  point  very 
carefully. 

Finally,  Mr.  Chairman,  even  if  Congress  accepted  in  toto  the  Administration's  budget 
proposal  for  the  7(a)  program,  there  would  only  be  $6.6  billion  in  loan  authority  for  1994.  That 
amount  is  less  than  this  year's  program  level  (assuming  passage  of  a  supplemental  appropriations 
bill)  and  insufficient  to  meet  demand.  Small  business  does  not  want  to  ask  for  another 
supplemental  appropriations  bill  for  FY  1994.  Let  us  solve  the  7(a)  problem  today,  and  not  have 
another  program  shut-down.  Let  us  have  the  Administration  make  a  commitment  to  the  program 
which  reflects  the  words  they  have  spoken  about  the  importance  of  solving  the  credit  crunch  and 
creating  jobs,  which  President  Clinton  has  made  his  number  one  priority.  We  urge  the 
Committee  to  ask  Administrator  Bowles  to  go  back  to  the  Office  of  Management  and  Budget 
with  the  message  that  the  7(a)  program  needs  and  deserves  more  funding. 
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Small  Business  Investment  Company  Program 

Mr.  Chairman,  the  small  business  community  has  great  difficulty  in  raising  sufficient 
venture  capital.  Small  high-risk  companies  are  almost  systematically  excluded  from  most  capital 
markets.  Overall  venture  capital  investment  has  declined  dramatically  in  recent  years,  and  the 
first  investments  to  go  were  the  higher  risk  small  business  investments.  Yet  the  success  and 
growth  of  these  companies  is  vitally  important  to  this  country's  future  economic  growth. 
Fortunately,  the  Small  Business  Investment  Company  (SBIC)  program  exists,  as  the  only  federal 
program  providing  this  type  of  equity  financing  to  the  nation's  small  business  community.  The 
SBIC  program  was  created  by  this  Committee  in  1958  and  has  consistently  performed  as 
intended. 

The  Small  Business  Investment  Company  (SBIC)  program  is  initiating  a  new  activity 
which  raises  capital  through  a  preferred  securities  mechanism.  This  is  a  program  that  this 
Committee  had  the  foresight  to  approve  and  get  behind.  It  is  critically  important  that  this  new 
program  get  off  to  a  sound  start.  The  future  success  of  the  SBIC  program  is  clearly  linked  to 
this  program.  While  the  Administration's  budget  recommendation  for  the  SBIC  program  (for 
a  total  authority  of  $167  million)  provides  a  small  amount  of  growth  for  the  program,  we  are 
concerned  that  the  amount  may  be  insufficient  to  continue  the  necessary  parts  of  the  traditional 
debenture  program  of  the  SBICs  while  successfully  beginning  a  new  program,  designed  to 
revitalize  the  SBICs  for  the  future.  This  is  not  the  right  time  to  be  cutting  comers  in  this  part 
of  the  budget. 
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Small  Business  Development  Centers 

The  budget  recommendation  for  the  SBA's  Small  Business  Development  Center  (SBDC) 
program  holds  steady  for  FY  1994  at  1993  levels,  with  no  growth  for  inflation.  Already,  the 
SBDCs  do  not  advertise  themselves  or  engage  in  public  service  announcements  because  they 
have  more  demand  for  their  services  than  they  can  handle— while  many  small  businesses  do  not 
even  know  about  them.  The  SBDCs  are  a  valuable  resource  which  should  be  made  more 
available.  In  order  for  them  to  meet  their  true  potential  for  the  small  business  community,  they 
should  be  authorized  at  increased  levels  so  that,  should  additional  funds  become  available,  they 
can  be  utilized  by  the  program. 

The  SBDC  program  is  very  popular  across  the  country;  there  is  an  SBDC  program  in 
every  one  of  the  50  states.  It  provides  services  and  advice  that  many  small  businesses  can  find 
nowhere  else.  Moreover,  the  SBDCs  provide  a  model  for  a  state-federal  cooperative,  and 
mutually  supportive,  program  that  has  worked.  We  must  continue  to  support  its  growth  and 
innovation. 

The  Development  Companv  Program 

The  Development  Company  Lending  Program  (Section  502/504  Program)  is  a  very 
important  program  that  has  served  the  small  business  community  well  over  the  years.  The 
members  of  NSBU  were  active  in  its  creation  and  we  have  continued  to  support  its  continuation 
and  growth.  There  are  now  about  327,000  U.S.  jobs  that  would  not  exist  without  this  program. 
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Surety  Bond  Program 

The  Surety  Bond  Program  is  an  innovative  and  highly  successful  program,  which  puts  many 
smaller  businesses  on  equal  competitive  footing  with  many  larger  concerns.  This  program  is 
particularly  helpful  to  the  types  of  businesses  that  I  now  represent,  as  well  as  small  construction 
firms.  Despite  the  very  low  government  risk  on  this  program  and  the  very  high  rate  of  return— 
$1.6  billion  in  government  savings  and  47,000  new  jobs-it  is  disappointing  that  it  has  not  been 
recommended  for  a  larger  funding  increase. 

Procurement  Assistance 

The  federal  procurement  process  continues  to  be  a  thorn  in  the  side  of  many  small 
businesses.  One  bright  spot  in  this  process  is  the  assistance  provided  by  SBA's  Office  of 
Procurement  Assistance.  This  office  not  only  assists  small  businesses  in  the  procurement 
process  but  saves  the  federal  government  substantial  money  by  increasing  small  business 
participation  in  the  competitive  process.  This  office  does  a  fine  job  and  should  continue  to  be 
a  priority. 

Small  Business  Innovative  Research 

Due  mostly  to  the  diligent  efforts  of  this  Committee  and  its  Chairman,  we  now  have  a 
renewed  and  strengthened  Small  Business  Innovative  Research  (SBIR)  Program.  The  SBIR 
program  is  an  enormous  boon  to  small  business  research,  as  well  as  the  commercialization  of 
those  efforts.  NSBU  is  a  long-time  and  original  supporter  of  this  effort  and  continue  to  be 
impressed  with  its  results.    The  SBIR  program  should  be  strongly  emphasized. 

7. 
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Office  of  International  Trade 


The  Office  of  International  Trade  does  a  good  job  on  a  very  limited  budget.  With  the 
dollar  low,  now  might  be  a  good  time  to  step-up  these  activities  and  further  increase  the  small 
business  participation  in  international  trade.  As  you  certainly  know,  the  international  economy 
will  soon  be  truly  global.  Without  strong  participation  from  small  businesses,  the  U.S.  will  fall 
increasingly  behind  in  this  battle  for  jobs  and  economic  share. 

Office  of  Advocacy 

Many  leaders  in  the  small  business  community  deem  advocacy  to  be  the  SBA's  most 
important  role.  The  Office  of  Advocacy  is  the  only  consistent  resource  for  reliable  information 
about  the  status  and  role  of  small  business  in  the  American  economy.  The  Office  of  Advocacy 
is  the  only  government  institution  analyzing  the  impact  of  government  actions  and  regulations 
on  small  business.  The  Office  of  Advocacy  is  the  only  organization  soliciting  and  funding 
research  into  the  activities  and  needs  of  small  business.  And  all  of  these  activities  are  vital  to 
designing  government  policy  for  small  business  and  for  considering  small  business  in  the 
legislative  process. 

But  for  the  Office  of  Advocacy  to  run  effectively,  it  must  have  a  strong  Chief  Counsel 
for  Advocacy.  We  urge  you  to  encourge  the  President  to  make  such  an  appointment  at  the 
earliest  possible  occasion.  And,  of  course,  this  office  must  be  funded  at  levels  necessary  to  keep 
up  with  its  substantial  responsibilities 
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White  House  Conference  on  Small  Business 

As  the  White  House  Conference  on  Small  Business  approaches  (if  it  approaches!),  it  must 
be  fully  funded  at  authorized  levels.  Of  course,  the  chances  of  holding  the  Conference  by  the 
legislated  date  in  1994  has  grown  distinctly  dim,  but  that  is  a  subject  for  another  hearing.  It  is 
simply  unfortunate  that  the  Bush  Administration  took  no  action  on  the  Conference  until  so  late 
in  the  President's  term.  In  this  room  in  May,  1990  a  hearing  was  held  to  create  a  new  White 
House  Conference  on  Small  Business.  Thanks  to  the  efforts  of  this  Committee,  the  third  White 
House  Conference  on  Small  Business  shows  considerable  promise  to  mobilize  small  business 
activists  in  all  fifty  states.  This  Committee  should  do  all  that  it  can  to  keep  that  hope  alive. 
National  Small  Business  United  is  ready  to  do  whatever  is  necessary  to  make  the  next 
Conference  the  best  ever. 

I  want  to  thank  you  for  the  opportunity  to  be  here  and  speak  about  this  nation's  most 
critical  programs  for  the  development  of  entrepreneurs  and  the  small  business  community. 
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Good  morning,  Mr.  Cliairman  and  members  of  the  House  Small 
Business  Committee.  I  am  JoAnn  Price,  President  of  the  National 
Association  of  Investment  Companies  (NAIC).  NAIC  is  the  trade  association 
representing  the  minority  venture  capital  Industry. 

I  am  pleased  to  have  the  opportunity  to  appear  before  the  House  Small 
Business  Committee  to  speaK  on  behalf  of  the  Specialized  Small  Business 
Investment  Company  Industry  and  to  share  with  you  the  positive  track  record 
we  have  established  over  the  years. 

Over  the  past  ten  years,  we  have  invested  over  $1  billion  In 
approximately  12,600  minority-owned  small  businesses.  As  this  Committee 
is  aware,  this  was  accomplished  even  through  sustained  periods  of 
Inatahility  In  both  the  private  and  public  sectors. 
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That  is  why  we  are  particularly  pleased  to  appear  before  you  today—for 

the  first  time  in  many  years—to  express  optimism  regarding  the  future  of 
this  program's  public/private  partnership. 

This  program  has  not  used  its  full  program  funding  levels  during  the 
past  few  years  for  a  myriad  of  reasons  which  I  will  not  go  into  today.  I  do, 
however,  want  to  make  the  point  that  we  fully  expect  a  significant  increase 
in  leverage  demand  during  fiscal  year  1994.  This  increase  in  demand  will 
occur  for  a  number  of  reasons,  including: 

The  implementation  of  the  Small  Business  Equity  Enhancement  Act 
The  Small  Business  Equity  Enhancement  Act,  spearheaded  by  this 
Committee,  includes  several  provisions  which  will  help  draw  more  new 
capital  into  the  industry,  perhaps  most  significant  of  which  is  the 
provision  which  recognizes  certain  state  and  local  funds  as  private 
capital.  NAIC  has  received  so  much  outside  interest  as  a  result  of  this 
provision  that  we  have  formed  a  special  marketing  committee  to  meet 
with  state  and  local  officials  to  discuss  the  program. 
implementation  of  the  preferred  stock  repurchase  program.  The  SBA 
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is  implementing  a  program,  discussed  in  more  detaii  iater  in  my 

statement,  wliicli  wiii  aliow  existing  companies  to  restructure  their 
balance  sheets  to  enhance  their  ability  to  attract  additional  capital. 
Potential  passage  of  minority  business  tax  Incentives.  As  I  will  discuss 
later  in  my  statement,  we  have  made  significant  progress  toward  the 
passage  of  tax  legislation  which  would  provide  important  Incentives  to 
invest  in  the  Specialized  SBIC  industry. 

Private  marfcetinq  initiatives.  As  many  members  of  this  Committee  are 
already  aware,  NAIC  has  been  involved  over  the  past  few  years  in  an 
important  initiative  which  would  raise  significant  pools  of  capital  for 
the  minority  venture  capital  industry  by  creating  a  large  fund  of  funds. 
The  fund  of  funds  will  act  as  an  intermediary  to  raise  capital  from 
sources  who  have  not  In  the  past  engaged  In  a  significant  level  of 
minority  venture  capital  investments.  The  fund  would  then  place  its 
investment  capital  with  a  number  of  qualified  experienced  minority 
venture  capital  firms. 
The  new  Administration  has  voiced  Its  strong  support  of  minority 
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capital  formation.  And  the  Small  Business  Administration  is  playing  an 
instrumental  role  In  many  of  the  capital  formation  Initiatives  I  have  just 
mentioned  as  factors  which  will  significantly  Increase  this  industry's  demand 
for  leverage.  However,  the  Small  Business  Administration  has  proposed  to 
leave  our  program's  funding  levels  In  both  direct  and  guaranteed  funds  at 
essentially  the  same  levels  they  were  at  in  the  fiscal  year  1993  budget. 

Although  we  are  cognizant  of  the  Agency's  funding  constraints,  we 
believe  it  is  important  that  as  the  Administration  commits  itself  to  these 
capital  formation  programs.  It  realizes  that  they  will  produce  the  need  for 
increased  funding.  We  are  concerned  that  this  has  not  incorporated  into  the 
Administration's  budget  proposal,  although  we  have  received  Indications  that 
our  industry  would  have  access  to  the  regular  SBIC  guarantee  authority 
should  it  be  needed. 

NAIC  Is  encouraged  by  the  new  Administration  and  Its  focus  on  small 
business  development,  particularly  in  the  area  of  minority  business 
development.  We  also  view  the  appointment  of  Erskin  Bowles  as  the  new 
SBA  Administrator  as  encouraging.    Mr.  Bowies  has  a  background  In  the 
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finance  industry,  and  we  believe  this  is  very  important  in  providing  the  Idnd 

of  expertise  required  to  be  an  effective  Administrator. 

Within  the  Agency  itseif,  we  are  pleased  to  report  that  after  a  number 
of  years  we  are  moving  forward  with  the  SBA  to  Implement  a  very  important 
initiative  spearheaded  by  this  Committee — the  preferred  stocic  repurchase 
program.  This  program  will  allow  our  companies  to  restructure  to 
recapitalize.  Two  companies  have  already  completed  the  transaction  with  the 
Agency,  and  four  other  companies  are  working  to  complete  the  program  on 
a  pilot  basis  before  it  becomes  available  to  the  entire  Industry,  hopefully 
some  time  this  fail. 

The  preferred  stock  repurchase  program  is  just  one  of  many  programs 
we  are  working  on  to  direct  capital  more  efficiently  into  the  minority  venture 
capital  community.  Another  recent  example  is  a  package  of  tax  incentives 
we  were  able  to  have  included  in  the  hlouse  tax  proposal.  We  owe  some 
measure  of  our  success  in  this  endeavor  to  members  of  this  Committee. 

L^st  year,  Mr.  Chairman,  you  supported  this  Industry  by  introducing 
important  tax  legislation  which  would  have  attracted  more  capital  into  the 
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minority  venture  capital  industry.  As  you  wili  rememl>er,  we  made  significant 
progress  iast  year.  Buiiding  on  that  progress,  simiiar  iegisiation  was 
introduced  tills  year  by  Committee  meml>er  Congressman  Mfume.  Aitliough 
we  were  unable  to  get  the  exact  provisions  of  either  of  those  bills 
incorporated  into  the  House  tax  bill,  clearly  the  work  done  on  those  two 
measures  helped  to  lay  the  groundwork  for  the  incentives  which  were 
ultimately  accepted. 

The  House  tax  package  includes  two  important  incentives  for  minority 
capital  formation.  First,  it  contains  a  provision  which  would  allow 
investments  in  Specialized  Small  Business  Investment  Companies  to  qualify 
for  a  50%  exclusion  on  capital  gains.  Second,  gains  from  other  investments 
which  are  reinvested  in  a  Specialized  SBiC  can  qualify  for  a  tax  deferral. 
Individuals  are  allowed  to  defer  up  to  $50,000  a  year  in  gains  with  a  lifetime 
cap  of  $250,000  while  corporations  are  allowed  to  defer  up  to  $250,000  a  year 
with  a  $1  million  lifetime  cap. 

These  two  provisions  are  very  important  to  our  capital  formation 
initiatives,  and  we  hope  this  Committee  will  continue  to  support  their 
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inclusion  in  the  finai  tax  pacl(age  which  is  sent  to  the  White  House. 

NAiC  views  the  tax  incentives  as  a  significant  first  step  toward 
Increasing  the  flow  of  capital  to  a  very  Important  sector  of  our  economy. 
After  years  of  development  and  growth,  the  minority  venture  capital  industry 
is  finally  being  recognized  for  its  contribution  not  only  to  the  minority 
business  community,  but  to  the  American  economy. 

in  demonstrating  this  point,  I  would  like  to  bring  to  this  Committee's 
attention  a  recent  book  by  Dr.  Timothy  Bates  which  was  published  by  the 
Joint  Center  for  Political  Studies,  Banking  on  Black  Enterprise.  Dr.  Bates' 
research  suggests  that  the  most  direct  approach  to  increasing  minority 
employment  is  to  invest  in  minority  owned  firms.  When  he  reviewed  firms 
located  in  28  large  metropolitan  areas,  he  discovered  89%  of  the  black- 
owned  firms  had  workforces  consisting  of  at  least  75%  minorities.  In 
comparison,  60%  of  the  non-minority  owned  businesses  hired  no  minorities 
whatsoever. 

Approaching  the  subject  from  another  angle.  Bates  researched  the 
same  28  large  metropolitan  areas  and  studied  them  by  minority  vs.  non- 
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minority  neighborhoods.  He  found  that,  even  in  minority  communities,  non- 
minority-owned  firms  hired  predominantly  non-minorities.  Alternately, 
black-owned  firms  located  In  non-minority  neighborhoods  still  tended  to 
hire  minorities. 

Clearly,  the  positive  impact  of  investing  in  minority-owned  firms  goes 
far  beyond  the  dollar  amount  of  that  initial  investment  to  the  strengthening 
of  the  very  Infrastructure  of  the  minority  community. 

The  next  decade  is  crucial  to  the  development  of  the  minority  venture 
capital  Industry.  We  have  proven  that  we  can  successfully  invest  in 
specialized  markets  and  make  a  return  on  Investment.  We  have  assisted  In 
creating  wealth  and  witnessed  the  positive  impact  many  of  these  companies 
have  had  on  Individual  communities.  We  have  developed  the  venture  capital 
talent,  the  national  network,  the  deal  flow,  and  the  institutional  and 
entrepreneurial  relationships.  Our  future  need  is  to  continue  to  convince 
institutional  investors  and  pension  funds  that  investing  In  minority  venture 
capital  is  an  essential  part  of  the  minority  economic  development  strategy. 
The  ability  to  attract  this  capital  Is  critically  dependent  upon  a  stable  and 
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reliable  public/private  partnership.     The  responsibility  for  creating  and 

maintaining  a  balanced  environment  must  be  shared  by  the  government  and 
private  sector,  both  of  whom  have  invested  resources,  talent  and  time. 

IMr.  Chairman  and  members  of  the  Committee,  your  leadership  and 
support  for  the  Specialized  SBIC  program  is  greatly  appreciated.  Thank  you 
once  again  for  this  opportunity  to  testify. 


230 


N  A  S  B  I  C 


Statement 

of 

James  A.  Parsons 


National     Association 

of 

Small    Business    Investment    Companies 


before    the 

Committee   on    Small    Business 
U.S.   House   of   Representatives 


May    27,    1993 


NATIONAL  ASSOCIATION  OF  SMALL  BUSINESS  INVESTMENT  COMPANIES 

1 199  N.  Fairfax  Street  •  Suite  200  •  Alenandna.  VA  22314  •  Tel:  (703)  683-1601  •  FAX:  (703)  683-1605 


231 


Mr.  Chairman  and  Members  of  the  Committee: 

I  appreciate  the  opportunity  to  testify  today  on  the  Administration's 
proposed  1994  fiscal  year  budget  for  the  Small  Business  Administration. 

I  am  testifying  today  in  my  capacity  as  Chairman  of  the  National 
Association  of  Small  Business  Investment  Companies  (NASBIC),  which  is 
the  national  trade  association  for  the  SBIC  industry. 

In  my  real  life,  I  am  a  General  Partner  of  RFE  Investment  Partners,  a 
venture  capital  firm  located  in  New  Canaan,  CT.    RFE  manages  several 
venture  funds,  including  an  SBIC  with  $10  million  of  private  capital  which 
was  licensed  in  1980. 

My  testimony  will  focus  exclusively  on  the  SBIC  program,  and  our  views  of 
the  funding  needed  in  1994  to  revitalize  this  important,  low  cost,  job 
creating   program. 


Small    Businesses    Need    Growth    Capital 

This  Committee  knows  as  well  as  we  do  that  small  growth  firms  are  the 
primary  engine  of  job  creation  in  the  U.S.  economy.     In  normal  business 
cycles,  small  business  creates  65%  of  all  the  new  jobs  created  in  the 
economy.    And  recently,  the  job  creation  record  of  small  business  has  been 
extraordinary.     Between  1987  and  1992,  small  growth  firms  created  5.8 
million  net  new  jobs,  while  big  business  lost  over  2.3  million  jobs.     In 
short,  small  business  created  all  of  the  net  new  jobs  in  the  economy 
during  the  last  six  years. 

But,  we  also  know  that  in  today's  market,  many  small  businesses  are 
having  a  very  difficult  time  securing  access  to  the  credit.     This 
Committee's  efforts  have  given  very  high  visibility  to  the  small  business 
"credit  crunch,"  and  the  Administration's  efforts  to   provide   relief  through 
bank  regulatory  changes  is  a  good  first  step  to  solving  this  problem. 
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What  is  less  understood,  however,  is  the  severe  problem  small  growth 
firms  now  face  in  obtaining  the  patient,  long-term  capital  they  need  for 
growth  and  expansion. 

Over  the  past  six  years,  the  sources  of  venture  capital  for  small,  emerging 
companies  have  literally  dried  up  before  our  eyes.    Here's  what  has 
happened  to  the  three  major  sources  of  venture  capital  for  small  business: 

•  The  level  of  institutional  investments  in  venture  funds  has  dropped 
sharply  in  recent  years.     In  1984  investments  in  venture  funds 
totaled  $3.2  billion.     By  1991  that  investment  level  had  dropped  to 
$1.3  billion.    The  net  result  is  a  sharp  drop  in  the  total  amount  of 
venture  dollars  available  for  investment  in  small  growth  firms.     At 
the  same  time,  this  problem  has  been  further  exacerbated  by  a 
severe  contraction  in  the  venture  industry,  and  a  shift  to  venture 
mega  funds  that  invest  primarily  in  larger  companies  and  leveraged 
buyouts. 

•  The  SBIC  industry  has  suffered  through  a  period  of  severe 
contraction.     In  1985,  there  were  450  operating  SBICs.    Today,  there 
are  only  200.  and  the  rate  of  SBIC  investments  in  small  firms  has 
suffered  a  proportionate  reduction. 

•  With  the  elimination  of  the  capital  gains  tax  differential,  many  so- 
called  "angels'  have  withdrawn  from  venture  investments  in  small 
firms,  choosing  instead  to  put  their  funds  in  more  secure 
investment  areas. 

The  net  result  is  a  severe  shortage  of  long-term  patient  capital  that  new 
start-up  companies  and  small  emerging  businesses  need  to  grow  and 
survive. 
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Can   SBICs  Help  Solve  the   Problem? 

A  revitalized  SBIC  program  can  be  a  major  force  in  solving  this  problem. 

SBICs  intentionally  use  an  investment  strategy  that  targets  their 
Investments  in  small  firms  that  have  high  rates  of  growth,  and  this 
usually  coincides  with  high  rates  of  job  creation.     Consequently,  and 
despite  severe  problems  over  the  last  several  years,  the  SBIC  industry  has 
a  very  successful  track  record  in  assisting  small  growth  firms  that  create 
jobs  and  generate  new  tax  revenues. 

SBICs  have  invested  $9.1  billion  in  over  83,000  small  business  concerns 
since  1958,  and  these  investments  have  created  an  outstanding  record  of 
cost-efficient   job    creation: 

•  One  new  job  has  been  created  for  every  SBIC  investment  of  $17,000. 

•  The  government's  actual  cost  to  create  a  job  through  the  SBIC 
program  has  been  only  $875  per  job. 

(We  have  recently  completed  an  SBIC  Job  Creation  Study  which  we  are 
pleased  to  submit  with  our  testimony  for  the  record.) 

The    New    SBIC    Program    Can    Stimulate   the   Investment   of    Billions 

Mr.  Chairman,  under  your  leadership,  and  the  leadership  of  this  Committee, 
Congress  completely  overhauled  and  improved  the  SBIC  program  in  late 
1992.     SBA  is  now  finalizing  regulations  to  implement  the  new  program. 

All  the  evidence  we  have  from  the  financial  marketplace  makes  it  very 
clear  that  this  newly  restructured  SBIC  program  can  be  a  major  vehicle  to 
provide  long-term  patient  capital  to  new  and  emerging  small  business 
concerns. 
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•  Hundreds  of  experienced,  top  quality  venture  groups  are  taking 
steps  to  form  new  SBICs,  and 

•  Private  institutional  and  individual  investors  are  poised  to  invest 
hundreds  of  millions  in  private  capital  in  the  new  program. 

The  level  of  interest  in  the  new  program  is  phenomenal.    Based  on  our 
contacts  in  the  financial  markets,  we  believe  the  program  will  generate 
the  following  level  of  activity  over  the  next  five  years: 

•  150-200  new  SBICs, 

•  These  SBICs  will  have  an  average  private  capital  of  $10-20 
million, 

•  Total  private  investment  of  $3.0  billion 

•  Total  use  of  government  guaranteed  funding  (leverage)  of  $3.0 
billion. 

•  Total  new  investments  in  small  business  of  $6.0  billion. 
-  which  will  create  350,000  permanent  new  jobs. 


Preconditions    to    Success 

The  new  program  will  only  be  successful  if  it  attracts  top  quality  venture 
managers  and  the  investment  of  a  meaningful  level  of  private  capital.     To 
achieve  those  objectives,  two  essential  ingredients  must  be  in  place: 

•  The  implementing  regulations  being  developed  by  SBA  must  be 
workable  and  market-related,  and 

•  Investors  must  have  confidence  that  the  government  is  committed 
to  providing  adequate  funding  for  the  program. 

-  5  - 
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The    Implementina    Regulations 


We  have  been  working  with  SBA  to  develop  workable  regulations,  and  we 
are  optimistic  the  final  regulations  will  prove  attractive  to  the  venture 
and  investment  communities. 

Regrettably,  development  of  the  regulations  has  taken  longer  than 
expected.  It  now  seems  realistic  to  expect  final  regulations  to  be 
published  in  October  or  November. 


Recent   Low   Usage  of  Leverage 

Because  of  this  delay  in  putting  the  new  regulations  in  place,  the  funds 
appropriated  for  the  $75  million  in  guarantees  of  the  new  participating 
securities  will  not  be  used  this  year.     Consequently,  we  agree  with  the 
decision  of  the  SBA  and  the  Committee  to  reprogram  those  funds  to  other 
SBA  programs. 

It  is  also  true  that  SBICs  have  not  used  all  of  the  funding  available  to 
them  in  the  form  of  current-pay  debentures  over  the  past  several  years. 
Actual  take-downs  of  leverage  have  been  in  the  range  of  $60-$80  million 
per  year.    There  are  a  series  of  explanations  for  this  low  usage  level,  many 
of  which  are  related  to  the  economy  and  existing  market  conditions.     In 
any  case,  it  has  been  appropriate  to  re-program  those  unused  funds  to 
program  areas  with  high  levels  of  demand. 


Funding    for   Fiscal   Year   1994 

For  1994,  however,  we  believe  real  demand  for  the  program  will  begin  to 
build.    Once  the  new  regulations  are  published,  we  believe  new  SBIC 
license  applications  will  begin  to  pour  in,  with  requests  for  funds 
occurring  primarily  in  the  latter  half  of  the  year. 
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For  SBICs  using  the  new  participating  securities,  we  estimate  that  during 
FY  1994: 

•  There  will  be  75-100  license  applications,  with  an  average  private 
capital  of  $15   million. 

•  30  new  SBICs  will  be  licensed,  and  will  invest  $150  million  of 
their   $450    million 

•  15  new  SBICs  will  take  down  and  invest  $150  million  through 
preferred    securities. 


For  SBICs  using  current-pay  debentures,  we  estimate  that  during  FY  1994: 

•  15  new  debt-oriented  SBICs,  having  an  average  private  capital  of 
$5  million,  will  be  licensed.  During  their  initial  year  of  operation 
these  SBICs  will  invest  $25  million  of  their  private  capital  of  $75 
million. 

•  During  this  first  year,  7  of  these  new  SBICs  will  take  down  and 
invest  $20  million  of  SBA-guaranteed  leverage. 

•  In  addition,  existing  SBICs  will  take  down  another  $80  million  of 
SBA-guaranteed  leverage  which  will  be  invested  in  small  concerns. 


Our  Funding   Request 

To  meet  these  anticipated  levels  of  demand  for  the  first  year,  we  believe 
the  1994  budget  authority  for  the  SBIC  program  should  be  at  the  following 
levels: 
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(^iprantv  Authority                      SubsJdy  Rate  ApproprJatJon 

$150  mm  in  preferred  securities            14%  $21.0    million 

$100  mm  in  current-pay  debentures       15.39%  $15.4    million 

Totals     $250  mm  $36.4    million 

This  level  of  funding  is  substantially  less  than  the  FY  1994  SBIC  guaranty 
authority  authorized  in  the  Small  Business  Equity  Enhancement  Act  of 
1992  and  represents  only  $10.6  million  more  than  the  Administration's 
budget  request.     But  the  increase  is  critical  to  show  investors  that  the 
government's  commitment  to  the  new  SBIC  program  is  real. 

Data  generated  from  job  creation  studies  of  SBIC  portfolio  companies 
demonstrates  that  this  government  investment  of  $36.4  million  in  the 
SBIC  program  in  FY  1994  will  create  25,000  new,  permanent  jobs. 

1994    is    a    Pivotal    Year 

The  SBIC  industry  is  highly  sensitive  to  the  need  for  the  Federal  budget  as 
a  whole  to  be  reduced.    This  sensitivity  has  caused  us  to  recommend  the 
absolute  minimum  dollars  we  believe  are  necessary  to  attract  the  private 
investment  dollars  which  are  critically  important  to  the  SBIC  program  and 
which,  in  turn,  are  invested  by  SBICs  in  rapidly  growing,  job  creating 
small  businesses. 

Adequate  funding  in  the  first  year  of  the  revitalized  program  is  critical  to 
generating  credibility  for  the  program  among  investors.     We  are  aware  of 
over  350  investment  firms  who  have  expressed  strong  interest  in  forming 
SBICs.     If  the  first  year  funding  is  perceived  as  inadequate,  these  high 
quality,  experienced  investment  groups  will  drop  their  plans  to  raise 
private  capital  to  invest  in  small  companies  and  move  on  to  other 
investment  strategies.     Once  lost,  these  groups  will  be  very  difficult  to 
re-attract  to  the  SBIC  program. 

-  8  - 
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In  this  environment  of  Federal  budget  deficits  and  a  slow  economy  the 
Federal  government  needs  to  focus  on  supporting  and  building  programs 
that  create  the  greatest  number  of  permanent  jobs  for  the  lowest  possible 
cost. 

The  SBIC  program  meets  these  requirements. 


Conclusion 

Thank  you  for  the  opportunity  to  testify  today.     Obviously,  this  subject  is 
of  vital  importance  to  the  future  of  the  SBIC  industry  and  its  continued 
ability  to  provide  patient,   long-term  capital  to  small  growing  companies. 


-  9 
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JOB  CREATION 
THROUGH  SBIC  INVESTMENTS  IN  SMALL  BUSINESS 


Executive   Summary 

President  Clinton  and  Congress  have  a  unique  opportunity  to  create  over  350,000  new, 
permanent  jobs  by  supporting  a  low-cost,  high-visibility  investment  initiative  which  will 
provide  growth  capital  to  emerging  small  businesses. 

.  Small  Business.  Jobs  and  the  Need  for  Capital.  Small  growth  firms  are  the  primary 
engine  of  job  creation  in  the  U.S.  economy.  These  emerging  firms  have  extremely  limited 
access  to  the  patient,  long-term  capital  they  need  for  growth  and  expansion. 

•  SBIC  Investments  Create  Jobs.  The  government  has  a  venture  capital  program  to  solve 
this  problem  -  the  SBIC  program  administered  by  SBA.  SBICs  invest  in  small  firms  with 
high  rates  of  growth  and  job  creation.  The  $9.1  billion  SBICs  have  invested  in  over  83,000 
small  business  concerns  since  1958  have  produced  an  outstanding  record  of  cost-efficient 
job  creation: 

One  new  job  is  created  for  every  SBIC  investment  of  $17,000. 

•     The  government's  actual  cost  to  create  a  new  job  through  the  SBIC 
program  has  been  only  $875  per  job. 

•  The  New  SBIC  Program.  Congress  completely  restructured  the  SBIC  program  in  late 
1992.  SBA  is  now  finalizing  regulations  to  implement  the  new  program.  Private  investors 
are  poised  to  invest  hundreds  of  millions  of  private  capital  into  new  SBICs.  It's  a  major  new 
enterprise  in  the  making.   One  hurdle  remains  -  adequate  government  funding. 

•  A  High-Visibility.  Low>Cost  Investment  Initiative.  This  new  SBIC  program  can  be 
a  fresh,  high-visibility  initiative  to  showcase  the  government's  commitment  to  small 
business,  job  creation  and  investment  in  America's  future.  And,  it  can  be  launched  with  a 
modest  government  investment. 

•  Modest  Initial  Funding.  For  FY  1994,  appropriations  of  only  $30-million  are  needed  to 
launch  the  start-up  of  this  initiative.  This  will  generate  investments  of  $425-million  in 
small  growth  firms  ($175-miliion  of  private  investments  in  SBICs  coupled  with  $250- 
million  in  SBA-guaranteed  funds).    These  investments  will  create  25,000  new  jobs. 

•  Long-Term  Impact.  Over  the  next  five  years,  appropriations  of  $347  million  will  fully 
fund  the  $3.0-biliion  for  SBIC  guarantees  authorized  by  Congress,  which  will  be  coupled 
with  another  $3.0-billion  of  private  capital.  This  $6.0-billion  of  SBIC  investments  in 
small  growth  firms  will  create  over  350,000  permanent  new  jobs. 
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Job  Creation  and  SBICs 


A  fundamental  precept  of  President  Clinton's  economic  recovery  program  is 
investment  initiatives  to  create  jobs 

"  .  .the  only  way  to  lay  the  foundation  for  renewed  American  prosperity  is  to  spur 
investmeru.  New  investment  will  create  jobs,  putting  people  back  to  work  today, 
and  will  provide  the  productive  equipment  that  we  need  to  compete  in  the  global 
economy." 

President  )\^lliain  J.  Clinton 
A  Vision  of  Change  for  America 
Febniaiy  17, 1993 

Introduction 

Small  businesses  have  traditionally  been  the  engine  of  economic  growth.  These 
companies  comprise  over  95%  of  all  businesses  in  the  United  States.  Small 
Business  Investment  Companies  (SBICs)  provide  small  businesses  with  capital, 
strategic  advice  and  management  assistance  in  order  to  enable  these  small 
companies  to  grow  and  to  enhance  their  likelihood  of  long  term  success. 

The  Small  Business  Investment  Company  program  was  established  in  1958  to  help 
fill  the  "equity  capital  gap",  which  Congress  considered  a  serious  threat  to  the 
vitality  of  our  free  enterprise  economy.  This  program  created  a  partnership 
between  the  federal  government  and  the  private  sector  to  substantially  improve 
the  flow  of  long-term,  risk  capital  to  small  businesses. 

Under  the  program,  the  U.S.  Small  Business  Administration  (SBA)  licenses 
private  sector  corporations  and  partnerships  to  provide  financing  and 
management  assistance  to  small  businesses  in  the  U.S.  Long  term  debt  guaranteed 
by  SBA  (leverage)  is  made  available  to  SBICs  to  supplement  the  private  capital 
they  raise,  increasing  the  pool  of  funds  SBICs  c<m  invest  in  small  business.  An 
SBICs  private  capital  is  exposed  to  one  hundred  percent  of  any  potential  loss 
prior  to  any  risk  of  loss  to  the  federally  guaranteed  debt. 

The  SBIC  program  has  been  highly  successful  in  meeting  its  objective  of 
stimulating  economic  growth  and  creating  jobs  over  the  past  three  decades.  This 
growth  has  been  accomplished  through  SBIC  investments  of  $9.1  billion  in  over 
83,300  small  business  concerns.  These  SBIC  financings  have  resulted  in  the 
creation  of  a  substantial  number  of  permanent  jobs  during  the  35  year  history  of 
the  SBIC  program  at  a  very  low  per  job  cost  to  the  federal  government. 
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Job  Creation  by  Small  Business 

Small  business  is  the  greatest  generator  of  new  jobs  in  the  U.S.,  and  SBIC-backed 
companies  are  the  most  rapidly  growing  small  firms  in  this  sector  of  the 
economy. 

Historically,  the  number  of  new  jobs  created  by  small  businesses  significantly 
exceeds  the  number  of  jobs  created  by  large  companies.  In  normal  business 
cycles,  small  business  creates  60-65%  of  all  the  new  jobs  created  in  the  economy,  i 

Between  1987  and  1992,  with  the  downsizing  of  many  large  American  businesses, 
the  job  creation  performance  of  small  business  was  extraordinary.  During  this 
period  small  growth  firms  created  5.8  million  net  new  jobs,  while  big  business 
lost  a  net  of  over  2.3  million  jobs.  In  short,  over  the  last  six  years  small  business 
created  all  of  the  net  new  jobs  in  the  U.S.  economy .2 


Accelerated  Job  Creation  by  SBIC-Backed  Small  Business 

Within  this  context,  SBIC-backed  small  businesses  have  even  greater,  proven  job 
creation  performance  than  small  businesses  generally.  A  Deloitte,  Haskins  and 
Sells  (Deloitte  &  Touche)  study^  concluded  that  companies  financed  by  SBICs 
have  generated  more  than  ten  times  the  employment  growth  of  all  other  small 
businesses.  This  is  a  result  of  the  fact  that  SBICs  intentionally  invest  primarily  in 
startups  and  other  small  companies  expected  to  have  high  growth  rates. 

Most  importantly,  the  study  found  that  SBIC-backed  companies  are  unusually 
efficient  engines  of  job  creation.  One  permanent  job  was  created  with  every 
$6,463  of  funds  invested  by  an  SBIC.  Adjusted  for  inflation,  this  would  translate 
into  one  permanent  job  created  for  every  $17,000  invested  by  SBICs  today. 


The  State  of  Small  Business:  A  Report  of  the  President  (1986-90  editions).  Other  similar  studies  include:  A 
Federal  Trade  Commission  analysis  for  the  period  of  1969  through  1976,  showing  no  new  net  jobs  were  created 
by  the  Fortune  1,000  companies;  and  a  study  by  Massachusetts  Institute  of  Technology  that  showed  of  5.6 
million  companies  surveyed  two  thirds  of  the  net  new  jobs  created  between  1969  and  1976  were  created  by 
small,  growth  oriented  firms.  See  also,  The  Facts  About  Small  Business,  SBA  (April,  1993) 
Who's  Creating  Jobs?,  Oogenetics,  Inc.  (May,  1993).  See  also  The  State  of  Small  Business:  A  Report  of  the 
President  (1992) 

"Summary  of  the  Economic  Impact  of  the  Small  Business  Investment  Company  Program"  by  Deloiue  Haskins 
&  Sells,  1980.  This  study  surveyed  the  job  growth  realized  by  all  companies  financed  by  SBICs  from  1958  to 
1979  compared  to  job  growth  by  all  small  companies  as  reported  by  a  combination  of  the  Federal  Trade 
Commission  (Juanerly  Report  of  Manufacturing  Companies,  U.S.  Bureau  of  Census,  and  Arthur  D.  Little,  Inc. 
estimates.  In  addition  to  job  growth,  the  study  compared  the  average  annual  growth  of  all  sales,  profits,  assets 
and  federal  corporate  taxes  among  small  businesses  to  those  of  SBIC  financed  businesses.  Throughout  the 
period  measured,  SBIC  financed  businesses  demonstrated  a  superior  growth  rate  in  all  categories  studies 
compared  to  that  of  all  other  small  businesses. 
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Support  for  these  conclusions  can  also  be  found  in  a  recent  economic  impact 
study  completed  by  Coopers  &  Lybrand  for  the  National  Venture  Capital 
Association"*  .  The  study  found  that  428  venture  capital  (and  SBIC)  financed 
companies  created  a  net  increase  of  92,500  highly  skilled  U.S.  jobs  between  1985 
and  1991,  an  average  of  216  new  jobs  per  company.  The  average  net  job  growth 
increase  per  company  was  18%  compared  to  a  net  decrease  of  2%  for  Fortune 
500  companies  over  the  same  period. 


Low  Government  Cost  of  SBIC  Job  Creation 

Definitive  studies  have  also  demonstrated  the  low  governmental  cost  of  creating  a 
permanent  job  through  the  SBIC  program.  The  Deloitte  &  Touche  Study 
concluded  that  $17,0005  invested  by  an  SBIC  into  a  small  business  creates  one 
permanent  new  job. 

In  order  to  determine  the  actual  direct  governmental  cost  of  this  new  job,  it  is 
necessary  to  compute  the  government's  actual  per  dollar  cost  of  its  share  of  this 
$17,000  investment  .  Over  the  past  ten  years  the  average  outstanding  amount  of 
SBA  guaranteed  leverage  was  $847  million.  During  the  same  period  the  average 
outstanding  amount  of  private  capital  invested  in  SBICs  totaled  $1,490  billion. 
The  resulting  average  ratio  of  SBA  guaranteed  leverage  to  private  capital  is  .568 
to  1.  At  this  ratio  (56.8  cents  for  every  $1,568  invested),  the  government  share 
(represented  by  government  guaranteed  leverage)  of  each  SBIC  dollar  invested  in 
a  small  firm  is  36%.  Consequently,  for  each  $17,000  invested  by  an  SBIC  to 
create  a  job,  the  government's  share  ($17,000  x  36%)  is  $6,120. 

Historically,  the  government's  actual  cost  for  each  $1  of  SBIC  leverage 
guaranteed  by  SBA  has  been  14.29  cents  (or  14.29%)^ .  Therefore,  the 
government's  $6,120  share  of  the  amount  an  SBIC  invests  to  create  a  job 
multiplied  by  the  government's  per  dollar  cost  of  14.29%  produces  a  historical 
government  cost  to  create  a  new  job  through  the  SBIC  program  of  $875  per  job. 
This  level  of  cost  is  significantly  below  the  published  per  job  cost  of  most  other 
job  creation  programs  sponsored  by  the  Federal  government. 


"Third  Annual  Economic  Impact  of  Venture  Capital  Study"  by  Coopers  and  Lybrand  and  Venture  EconcMnics. 

$6,463  cost  per  job  in  1980  adjusted  for  inflation  to  the  present. 

Office  of  Management  and  Budget  (OMB)  budget  scoring  model  for  the  SBIC  program,  1992. 
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Recent  Evidence  of  Low-Cost  Job  Creation  by  SBICs 

A  recent  study  of  a  representative  group  of  SBIC  portfolio  company  investments 
confirmed  the  remarkable  job  creation  capacity  of  SBIC  investments  in  small 
growth  firms.^  The  study  covered  SBIC  investments  of  $544  million  in  442 
small  growth  firms  over  the  last  ten  years. 

During  this  period,  these  small  businesses  created  a  net  increase  of  49,678  new 
jobs  for  the  U.S.  economy.  The  creation  of  each  new  job,  therefore,  involved  an 
SBIC  investment  of  only  $11,000.  (While  this  is  substantially  less  than  the 
$17,000  investment  per  job  used  in  the  above  analysis,  we  have  chosen  to  use  the 
more  conservative  figure  to  compute  the  government  cost  per  job.) 


An   Efficient,  High-Visibility  Investment  Initiative 

In  today's  environment  of  budget  deficits  government  investment  initiatives 
designed  to  create  jobs  must  be  highly  efficient  and  produce  the  greatest  numbers 
of  permanent  jobs  at  the  lowest  cost. 

The  SBIC  program  has  a  thirty-five  year  history  of  creating  permanent  jobs  at 
extraordinarily  low  cost  to  the  government.  Despite  the  compelling  low  cost  job 
creation  success  of  the  SBIC  program,  utilization  of  the  SBIC  program  was  de- 
emphasized  substantially  during  the  past  ten  years.  The  number  of  operating 
SBICs  was  also  sharply  reduced  during  this  period. 

In  order  to  revitalize  the  SBIC  program  and  thereby  benefit  from  this  efficient 
engine  of  job  growth.  Congress  passed  legislation  in  late  1992  to  restructure  and 
improve  the  program  (the  Small  Business  Equity  Enhancement  Act  of  1992, 
P.L.  102-366).  With  the  regulations  governing  this  exciting  new  program  nearly 
complete,  numerous  institutional  and  other  private  investors  are  poised  to  invest 
millions  of  dollars  into  new  SBICs. 

The  new  SBIC  program  can  be  a  fresh,  high-visibility  initiative  to  showcase 
President  Clinton's  commitment  to  small  business,  job  creation  and  investment  in 
America's  future  growth. 


"<  NASBIC  survey  of  thirteen  randoinly  selected  SBICs  of  different  sizes,  from  various  geographic  locations  and 
having  different  investment  strategies  (May,  1993). 
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Conclusion 

The  SBIC  program  alone  can  go  a  long  way  to  help  the  President  meet  his  job 
creation  goals.  And,  it  can  be  launched  with  a  modest  investment  of  govenmient 
funds. 

Appropriations  of  only  $354-million  over  five  years  would  fully  fund  the  entire 
$3.0-billion  in  SBIC  guarantees  authorized  by  Congress.  Based  on  the  proven  job 
generation  capability  of  the  SBIC  program,  this  level  of  funding  would  ultimately 
create  over  350,000  permanent  new  jobs. 

For  FY  1994,  the  SBIC  industry  is  requesting  an  appropriation  of  $36.4  million.^ 
This  level  of  funding  will  create  25,000  new  jobs,  and  it  represents  a  modest 
increase  of  $10.6-million  over  the  Administration's  request  for  SBIC  funding. 


^    S21-fnillion  to  support  SBA  guarantees  for  SlSO-million  of  panicipating  securities  at  a  subsidy  rate  of  14%;  and 
SlS.4-milUon  to  support  SBA  guarantees  of  SlOO-tnillian  for  aurent  pay  debemnies  at  a  subsidy  rate  of 
15.4%. 
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Mr.  Chairman,  members  of  the  Committee,  distinguished  guests:  I'm  pleased  to 
have  this  opportunity  to  present  to  you  some  background,  as  well  as  some  of 
the  impact  and  economic  results,  of  the  national  Small  Business  Development 
Center  (SBDC)  program. 

But  first,  I  would  like  to  thank  you,  Chaimian  LaFalce,  and  your  colleague 
Congressman  Neal  Smith  for  your  continued  support  of  this  program.  Your 
leadership  and  support  of  the  SBDC  program  over  the  years  has  enabled 
nearly  three  and  one-  half  million  aspiring  and  established  entrepreneurs  to 
have  access  to  valued  information,  education  and  advice  about  starting, 
growing,  and  managing  successful  businesses  that  contribute  to  the  economic 
stability  of  families  and  communities  across  this  country.  Your  recent  support  of 
the  SBDC  program  and  your  willingness  to  communicate  such  to  a  new 
administration  demonstrated  how  serious  and  dedicated  your  commitment  is  to 
the  small  business  community.  On  behalf  of  those  working  in  the  SBDC 
program  and  the  millions  of  small  businesses  who've  benefitted  from  SBDC 
services,  I  thank  you. 

In  1977,  as  you  may  well  be  aware,  the  U.S.  Small  Business  Administration 
funded  a  pilot  program  at  nine  universities  across  the  country  —  University  of 
Georgia,  California  StatePolytechnic  University,  California  State  University,  The 
University  of  Southern  Maine,  The  University  of  Missouri,  The  University  of 
Nebraska  at  Omaha,  Rutgers  University  in  New  Jersey,  The  University  of  West 
Florida,  and  Howard  University  in  Washington,  D.C.  These  nine  schools  were 
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chosen  to  particpate  in  the  University  Business  Development  Center  (UBDC) 
program  because  they  already  had  in  place  business  assistance  services  or 
programs. 

The  success  and  impact  of  these  programs  was  evident,  and  in  July  1980, 
Congress  passed  Public  Law  96.302— the  Small  Business  Development 
Center  Act-^hus  establishing  the  national  SBDC  program.  Since  1980,  the 
SBDC  program  has  grown  dramatically  from  10  SBDCs  and  an  annual  budget 
of  $4,000,000,  to  56  "lead  center"  SBDC  programs  with  946  service  center 
locations  in  all  50  states,  the  District  of  Columbia,  Puerto  Rico  and  the  Virgin 
Islands  and  a  FY93  annual  appropriation  of  $67,000,000.  Not  only  Congress, 
but  state  and  local  governments  across  the  country  have  embraced  this 
program  by  providing  well  over  the  cash  match  required  and  by  including  the 
SBDC  program  in  their  overall  economic  development  plans. 
In  October  1990  the  sunset  provision  on  the  SBDC  program  was  removed, 
making  the  SBDC  a  permanent  program.  Regulations  were  written  jointly  with 
the  Small  Business  Administration  in  1992  and  were  submitted  to  Congress  by 
the  SBA  Administrator. 

SBDC  Counseling 

Since  1977.  SBDCs  have  provided  free,  direct  counseling  to  over  1 ,257,040 
aspiring  and  established  entrepreneurs.  (See  Appendix  B)  In  1992.  for 
example,  SBDCs  counseled  222,497  businesses.  Of  these.  40.8%  were 
service  businesses;  20.6%  were  retail  operations;  11%  were  manufacturers; 
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5.7%  were  wholesalers;  and  3.9%  were  In  construction.  Counseling  addressed 
such  Issues  as  marketing  and  market  research,  finance,  management,  credit 
and  collections,  accounting  and  bookeeping,  business  valuation,  capital 
fomiation,  business  planning,  and  start-up  or  pre-venture  assistance.  Of  these 
222,497  businesses  using  SBDC  counseling  services: 

30.5%  were  women; 
1 1 .2%  were  veterans; 
1 3. 1  %  were  Afro-Americans; 
6.3%  were  of  Hispanic  origin; 

and  4.1%  were  Native  American,  Asian  or  Pacific  Islander. 

SBDC  Training 

Since  1977,  nearly  two  and  one-half  million  people  have  attended  SBDC 
training  programs.  (See  Appendix  B)  In  1992  over  13.000  SBDC  training 
programs  were  attended  by  over  31 9,535  small  business  owners  and 
managers,  of  whom: 


43.%  were  women; 
14.%  were  minorities; 
8.7%  were  veterans. 
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Through  networks  of  colleges  and  universities,  SBDCs  are  able  to  access 
special  assistance  services  for  businesses  with  special  needs,  including  those 
in  technology  and  manufacturing.  Most  SBDCs  provide  businesses  with 
counseling  assistance  and  training  programs  related  to  intemational  trade, 
technology  transfer,  procurement,  rural  development,  and  small  business 
Innovation  research. 

(GIVE  CASE  STUDY  EXAMPLE) 

Economic  Impact 

The  Small  Business  Development  Center  voluntarily  began  measuring 
economic  impact  of  SBDC  services  in  1987  by  looking  at  the  increase  in  sales, 
job  creation,  and  new  revenue  generation  by  1985  SBDC  "long-term"  clients — 
that  is,  those  receiving  12  or  more  hours  of  counseling.  Each  year,  SBDC 
clients  show  remarkable  growth  in  these  areas,  compared  to  businesses  not 
receiving  SBDC  services. 

For  example,  a  national  study  measuring  SBDC  clients'  progress  between 
1988  and  1989  showed: 

-  an  estimated  $2.9  billion  in  increased  sales; 

-  the  creation  of  almost  1 5,000  new  jobs;  and 

-  over  $110  million  In  Increased  tax  revenues. 
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The  results  of  this  survey,  conducted  by  the  University  of  Houston,  were 
resoundingly  positive.  M  of  the  participating  states  reported  overall  growth  in 
client  sales  from  1 988  to  1 989  (See  Appendix  A,  chart  1 ).  As  would  be 
expected,  growth  was  generally  much  higher  for  start-up  respondents,  many  of 
whom  had  only  niminal  sales  their  first  year.  Aggregating  the  data,  growth  in 
sales  was  22%  for  existing  businesses  and  209%  for  start-ups. 

Almost  all  respondents  experienced  growth  in  full  and  part-  time  employment 
(See  Appendix  A,  chart  2).  Growth  in  employment  for  existing  businesses  was 
16%  full-time  and  11%  part-time  while  employment  growth  for  start-ups  was 
53%  full-  time  and  82%  part-time. 

For  SBDC  clients  responding  to  the  sun^ey,  a  gain  in  tax  revenues  was 
estimated  to  exceed  $23.9  million;  extrapolating  to  the  entire  SBDC  client 
population,  those  counseled  would  have  contributed  an  additional  $110.8 
million  to  state  and  federal  coffers — nearly  twice  the  amount  of  federal  dollars 
invested  in  the  program.  This  impact  is  very  impressive  when  compared  with 
the  overall  cost  of  counseling  those  clients.  The  increased  federal  and  state 
revenues  from  respondents  alone  surpassed  the  cost  of  counseling  all  long- 
term  clients.  It  is  estimated  that  federal  and  state  revenues  generated  by  long- 
term  SBDC  clients  were  18  times  greater  than  the  cost  of  their  counseling. 

Additional  factors  to  consider  are  the  hidden  benefits,  which  are  difficult  to 
measure,  if  at  all.  How  many  businesses,  business  owners  and  families  were 
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saved  from  bankruptcy?  How  many  creditors  were  saved  from  uncollectible 
debts?  All  because  the  SBDC  consultant  advised  clients  to  get  more 
information  before  making  major  business  decisions,  advised  them  not  to  go 
Into  a  business,  or  to  close  a  business  which  couldn't  be  savedl 

General  Accounting  Office  Review 

An  attached  summary  (Appendix  C)  of  a  1989  GAO  Report  demonstrates  that 
most  clients  counseled  by  the  SBDC  program  indicated: 

-  satisfaction  with  the  SBDC  assistance  received; 

-  they  would  use  SBDC  program  services  again  if  they  had  similar 
needs  in  the  future;  and 

-  they  would  recommend  the  program  to  others. 

SBDC  Partnerships  &  Funding  Formuia 

Small  Business  Development  Centers  represent  a  partnership  between 
universities  and  colleges,  state  and  local  govemment,  economic  development 
resources,  chambers  of  commerce,  and  the  federal  govemment.  Local  and 
state  non-  federal  dollars  provide  the  matching  funds  to  secure  federal  support. 
SBDC  federal  funds  are  provided  through  a  fomiula  that  caps  a  state's  federal 
assistance  to  $200,000  plus  Its  ratio  of  the  U.S.  population  times  $75  million. 
At  present,  the  SBDC  program  is  considerably  "ovemriatched"  with  non-  federal 
dollars  and  the  vast  majority  of  states  have  Indicated  strong  interest  in 
expanding  the  program  If  additional,  matching  federal  dollars  were  available. 
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Demand  for  SBDC  Services 

The  demand  for  SBDC  services  continues  to  grow  as  more  and  more  citizens 
make  use  of  this  national  resource.  The  downsizing  of  many  corporations  has 
resulted  in  a  surge  of  demand  from  those  wishing  to  start  a  second  career  in 
small  business.  Women  entering  business  in  record  numbers  account  for  30% 
-  40%  of  the  SBDC  client  base  and  the  demand  from  this  sector  is  growing. 
HR820,  which  passed  the  House  last  week  and  supports  technology 
development  and  extension,  will  generate  increased  demand  for  companion 
business  development  assistance  as  new  technology  and  processes  are 
Introduced  in  the  manufacturing  sector. 

Most  people  hear  of  SBDC  services  from  local  referral  resources  such  as 
banks  andchambers  of  commerce  or  from  another  small  business  owner,  a 
friend,  or  someone  who  has  attended  SBDC  sponsored  training  programs. 
SBDCs  seldom,  if  ever,  advertise  their  servk^es  via  newspaper  ads,  media  or 
publte  service  announcements,  for,  if  we  did,  the  demand  would  be 
overwhelming!  The  result  of  this,  of  course,  is  that  many  aspiring 
entrepreneurs  and  established  business  owners  are  not  aware  of  the  services 
In  their  region  and  are  not  utilizing  resources  that  could  strengthen  their 
operations  and  increase  their  competitiveness. 

Given  the  proven  positive  results  of  the  SBDC  program,  I  think  you  would 
agree  that  more  people  shoukJ  have  access  to  business  development  services 
that  can  help  us  maintain  and  create  thousands  of  new  jobs,  build  stronger 
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economies,  and  enable  businesses  to  become  and  remain  more  competitive  in 
local,  regional  and  global  markets.  Small  business  is  at  the  cutting  edge  of  job 
creation  today  and  the  SBDC  program  can  make  an  even  greater  contribtution 
to  America's  economy  if  the  program  were  expanded. 

I  would  like  to  propose,  therefore,  that  this  Committee  consider  the  value  of  the 
SBDC  program  and  increase  the  authorization  level  of  the  SBDC  program  to  a 
minimum  of  $1 50  million.  Such  an  increase  would  accomplish  several 
objectives:  one,  it  will  provide  a  strong  incentive  for  states  to  increase  their 
investment  in  this  program;  two,  it  will  allow  for  expansion  of  SBDC  programs 
to  increase  market  penetration;  three,  it  will  ensure  that  America's  small 
businesses  in  all  sectors  have  the  business  development  expertise  needed  to 
become  and  remain  competitive;  and  finally,  it  will  result  in  more  jobs,  stronger 
businesses,  and  more  vitalized  communities  across  America. 

I  recognize,  Mr.  Chairman,  that  additional  monies  are  hard  to  come  by  these 
days,  but  we  know  that  where  there  is  a  will,  there  is  always  a  way!  There  is  a 
strong  and  serious  need  to  encourage  business  growth  and  expansion  that  will 
result  in  job  creation  and  I  am  convinced  that  the  Small  Business  Development 
Center  program  will  contribute  to  that  economic  goal. 

Thank  you,  Mr.  Chairman,  for  your  consideration  of  these  issues. 
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APPENDIX  A 


Charti   Changes  in  Sales 

Chart  2 Changes  in  Employment 

Chart  3 Counseling  Cost/Tax  Revenue 
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APPENDIX  B 


U.S.  SMALL  BUSINESS  ADMINISTRATION 
SMALL  BUSINESS  DEVELOPMENT  CENTER  PROGRAM 


Fiscal  Year 

Clients  Counseled 

Training  Attenc 

1977 

2.000 

30,000 

1978 

2,600 

34,000 

1979 

3,000 

37.500 

1980 

17,482 

36.618 

1981 

14,202 

40,381 

1982 

24,025 

54,594 

1983 

43,506 

94.019 

1984 

50,115 

102.384 

1985 

66,745 

182.417 

1986 

72,153 

258,991 

1987 

56,034 

219,638 

1988 

128,514 

248,298 

1989 

171,700 

283.257 

1990 

191,865 

274,437 

1991 

190,602 

279.534 

1992 

???,497 

319.535 

Grand  Totals: 

1,257,040 

2.495.603 

Source:  U.S.  Small  Business  Administration 
Office  of  Business  Development 
Fiscal  Year  Historical  Data 
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Briefing  Report  to  the  Chairman, 
Gommitteeon  Small  Business, 
U.  S.  Senate 


November  1989 


SMALL  BUSINESS 


Development  Centers 
Meet  Counseling  Needs 
of  Most  Clients 


GAO/RCED-90-38BR 
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GAO 


United  States 

General  Accounting  Office 

Washington,  D.C.  20548 


Resources,  Community,  and 
Economic  Development  Division 

B-209790 

November  22,  1989 

The  Honorable  Dale  Bumpers 
Chairman,  Committee  on  Small 

Business 
United  States  Senate 

Dear  Mr.  Chairman: 

As  requested  in  your  letter  and  in  subsequent  discussions  with  your 
office,  this  briefing  report  provides  information  on  the  Small  Business 
Development  Center  (SBDC)  program.  This  program  is  administered  by 
the  Small  Business  Administration  (sba)  and,  unless  reauthorized  by  the 
Congress,  will  expire  on  October  1,  1990.  The  sbdc  program,  started  in 
1977,  provides  business-related  counseling,  training,  and  specialized 
support  assistance  to  the  small  business  community.  The  program  is 
implemented  at  the  state  and  local  level  through  a  nationwide  network 
of  53  Small  Business  Development  Centers  and  534  Subcenters  as  of 
April  1989.  (Section  1  provides  a  more  detailed  description  of  the 
program.) 

Specifically,  this  report  provides  nationvnde  information  on 

client  satisfaction  with  program  assistEuice, 

sources  of  program  funding, 

services  provided  by  the  program, 

clients'  characteristics  and  minority  participation, 

staff  characteristics,  and 

usefulness  of  on-site  reviews  of  the  program. 

Information  on  chent  counseling  came  from  responses  to  questionnaires 
sent  to  a  projectable  sample  of  997  counseled  clients.  Information  on 
program  operations,  including  general  characteristics,  staffing,  funding, 
and  administration  came  from  responses  to  questionnaires  sent  to  all 
center  and  subcenter  directors  responsible  for  implementing  the  pro- 
gram at  the  state  and  local  level.  (Section  2  provides  a  more  detailed 
description  of  our  objectives,  scope,  and  methodology.) 

In  summary,  we  found  that  most  clients  counseled  by  the  sbdc  program 
reported  that  they  were  satisfied  with  the  assistance  they  received.  In 
addition,  most  would  use  sbdc  program  services  again  if  they  had  similar 
needs  in  the  future  and  would  recormnend  the  program  to  others.  To 
improve  program  administration  and  operation,  sba  has  initiated  action 
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tiTZ      ^"  ^'"""''^'y  °^  ^  """'"y^^  Sr^x^t  approval  process  WT 

ductmg  on-site  reviews  at  centers.  We  beUeve  these  reviews  are  u^efur 
to  both  SBA  and  center  directors.  <^v.ew5  are  usetul 


CUents  Satisfied  With 
Program  Assistance 


Sources  of  Program 
Funding 


Program  Services 
Emphasize  Counseling 


OveraU^  69  percent  of  clients  were  satisfied  with  the  counseling  they 

received.  Similarly  76  percent  indicated  they  would  contact  the  pro"^ 
^  for  future  help  if  needed,  and  82  percent  would  recommend  he 
SBDC  program  to  others,  sbdc  clients  also  said  they  were  asSd  qiSdv 
received  the  kmd  and  amount  of  assistance  they  wanted Td  ^rd  the 
assistance  usefuL  About  17  percent  of  clients  counseled  by  the  p^gra^ 

beheved  they  were  not  assisted  quickly  and  did  not  receive  the  kind  S 
amount  of  assistance  they  wanted,  and  they  reported  that  the  ass^t^e 
received  w^  not  useful.  Few  of  these  dissatisfied  clients  indicated  th^y 
would  use  the  program  in  the  future  or  recommend  it  to  others.  About 
14  percent  of  those  counseled  by  the  program  were  neither  satisfied  nor 
dissatisfied  with  the  assistance  they  received.  (Section  3  contains  more 
information  on  client  satisfaction  with  the  program.) 


Centers  received  federal  grants  from  sba  to  operate  the  sbdc  program 
and  provided  an  equal  matching  amount  from  nonfederal  sources  Fed- 
eral fundmg  for  the  program  increased  annually  from  $360  000  in  1977 
for  9  centers  to  $45  million  in  1989  for  53  centers.  Of  the  53  centers 
receiving  funding  in  1989,  28  had  reached  their  maximum  federal  fund- 
ing limit.  (See  app.  n.)  In  addition,  states'  contributions  to  the  program 
have  been  increasing.  (See  app.  m.)  To  reduce  centers'  annual  adminis- 
d^tive  burden  associated  with  applying  for  funds,  sba  is  looking  into 
the  feasibility  of  using  a  multiyear  grant  approval  process.  (Section  4 
contains  a  detailed  description  of  program  funding.) 


SBDC  centers  and  subcenters  provide  a  variety  of  services  to  clients  but 
emphasize  counseling.  Client  counseling  was  provided  most  frequently 
by  program  staff  and  less  frequently  by  private  sector  consultants.  Mosi 
centers  coordinated  their  activities  with  other  organizations  and  pro- 
grams that  address  small  business  needs.  (Section  5  provides  detailed 
information  on  the  services  provided  by  sbdc  centers  and  subcenters.) 
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Characteristics  of 
Clients  Counseled 


Clients  who  received  sbdc  counseling  were  most  frequently  male,  white, 
and  31  to  40  years  old.  Most  had  some  college  experience  or  a  college 
degree.  Most  clients  were  in  or  planned  to  be  in  the  retail  or  service  sec- 
tor. Few  clients  wanted  or  received  assistance  in  obtaining  government 
contracts.  Of  those  who  received  this  assistance,  about  a  third  were 
minorities.  (Section  6  provides  data  on  the  characteristics  of  clients.) 


Characteristics  of 
Center  and  Subcenter 
Staff 


Centers  and  subcenters  employ  professional  and  support  staff  on  both  a 
full-time  and  part-time  basis.  The  average  number  of  staff  was  20  for 
centers  and  5  for  subcenters.  Center  and  subcenter  directors  were  most 
often  male,  white,  and  31  to  50  years  old.  Most  had  attained  a  profes- 
sional or  graduate  degree  and  had  several  years  prior  experience  in  bus- 
iness-related activities,  with  the  most  frequent  type  of  experience  being 
private  industry  employment.  (Section  7  provides  data  on  the  character- 
istics of  center  and  subcenter  staff.) 


On-Site  Reviews  Are 
Useful 


SBA  is  required  by  law  to  carry  out  on-site  reviews  of  each  center  everj- 
2  years.  SBA,  the  Association  of  Small  Business  Development  Centers, 
and  center  directors  reported  some  benefits  from  on-site  reviews.  At  a 
minimum,  they  are  providing  sea  with  program  data  not  otherwise 
available  and  are  providing  a  forum  for  the  exchange  of  ideas  between 
program  directors.  (Section  8  contains  a  description  of  on-site  reviews 
and  their  usefulness.) 


We  discussed  the  report's  contents  with  sea  program  officials  and  have 
incorporated  their  comments  where  appropriate.  However,  as  requested 
we  did  not  obtain  official  comments  on  this  briefing  report  from  the 
Administrator,  Small  Business  Administration. 

Unless  you  publicly  announce  its  contents  earlier,  we  plan  no  further 
distribution  of  this  briefing  report  until  30  days  from  the  date  of  this 
letter.  At  that  time,  we  will  send  copies  to  interested  congressional  com- 
mittees and  to  the  Administrator,  Small  Business  Administration.  We 
will  also  make  copies  available  to  others  upon  request. 
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If  you  have  additional  questions  or  if  we  can  be  of  further  assistance  on 
this  issue,  please  contact  me  at  (202)  275-5525.  Other  major  contributor; 
to  this  briefing  report  are  listed  in  appendix  V. 

Sincerely  yours, 


^  John  M.  Ols,  Jr. 

Director,  Housing  and 
Community  Development  Issues 
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Association  of 
Small  Business 
Development  Centers 


ASBDC  Membership  Directory,  Aprii  1993 


Aiabama 

John  Sandefur 

State  Director 

AJabama  SBDC  Consortium 

University  of  Alabama  at  Binningham 

Medical  Towers  Building 

1717  11th  Avenue,  Suite  419 

Biimingham,  AL  35294 

PHONE:  (205)934-7260  FAX:  (205)934-7645 

Alaska 

Jan  Fredericks 

State  Director 

Alaska  Small  Business  Development  Center 

University  of  Alaska  Anchorage 

430  W.  Seventh  Avenue,  Suite  1 10 

Anchorage,  AK  99501 

PHONE:  (907)274-7232  FAX:  (907)274-9524 

Arizona 

Michael  York  (Mike) 

Acting  State  Director 

Arizona  SBDC  Network 

241 1  West  14th  Street.  Suite  132 

Tempe,  AZ  85281 

PHONE:  (602)731-8720  FAX:  (602)731-8729 

Arkansas 

Paul  E.  McGinnis 

State  Director 

Arkansas  Small  Business  Development  Center 

University  of  Arkansas  at  Little  Rock 

100  South  Main,  Suite  401 

Little  Rock,  AR  72201 

PHONE:  (501)324-9043  FAX:  (501)324-9049 


California 

Barbara  Hayes 

State  Director 

California  SBDC  Program 

Department  of  Commerce 

801  K.  St.,  Suite  1700 

Sacramento,  CA  95814 

PHONE:  (916)324-5068  FAX:  (916)322-5084 

Colorado 

Rick  Garcia 

State  Director 

Colorado  Small  Business  Development  Center 

Colorado  Office  of  Business  Development 

1625  Broadway,  Suite  1710 

Denver,  CO  80202 

PHONE:  (303)892-3809  FAX:  (303)892-3848 

Connecticut 

John  P.  O'Connor 

State  Director 

Connecticut  Small  Business  Development  Center 

University  of  Connecticut 

368  Fairfield  Road,  U-41,  Rm  422 

StoiTs,  CT  06269-2041 

PHONE:  (203)486-4135  FAX:  (203)486-1576 

Ddaware 

Clinton  Tymes 

State  Director 

Delaware  Small  Business  Development  Center 

University  of  Delaware 

PumeU  Hall,  Suite  005 

Newark,  DE  19716-2711 

PHONE:  (302)831-2747  FAX:  (302)831-1423 
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District  of  Columbia 

Nancy  A.  Flake 

State  Director 

District  of  Columbia  SBDC 

Howard  University 

6th  and  Fairmont  St.  N.W.  Room  128 

Washington,  DC  20059 

PHONE:  (202)806-1550  FAX:  (202)806-1777 

Horida       (^  ^   s  73  09^0 

Jerry  G.  Cartwright 

State  Director 

Florida  Small  Business  Development  Center  Network 

yniYCtsttynrfJSifeseEleBaa    ■?  ^-'»'*  -C.^  -'_     'J--^^ 

1 1000  University  Parkway 

Pensacola,  FL  425+4    5  -  5<3  / 

PHONE:  (9(M\^A=m^  FAX:  (904)43^263©- 

Georgia 

Henry  Logan,  Jr. 

State  Director 

Georgia  Small  Business  Development  Center 

University  of  Georgia 

Chicopee  Complex,  1 180  East  Broad  St. 

Athens.  G A  30602-5412 

PHONE:  (706)542-5760  FAX:  (706)  542-6776 

Hawaii 

Janet  M.  Nye 

State  Director 

Hawaii  Small  Business  Development  Center  Network 

University  of  Hawaii  at  Hilo 

523  W.  Lanikaula  St. 

Hilo,  HI  96720 

PHONE:  (808)933-3515  FAX:  (808)933-3683 


Illinois 

Jeff  Mitchell 

State  Director 

Illinois  Small  Business  Development  Center 

Department  of  Commerce  &  Community  Affairs 

620  East  Adams  St.,  6th  Floor 

Springfield,  IL  62701 

PHONE:  (217)524-5856  FAX:  (217)785-6328 

Indiana 

Stephen  G.  Thrash  (Steve) 

Executive  Director 

Indiana  Small  Business  Development  Centers 

Economic  Development  Council 

One  North  Capitol,  Suite  420 

Indianapolis,  IN  46204 

PHONE:  (317)264-6871   FAX:  (317)264-3102 

Iowa 

Ronald  A.  Manning  (Ron) 

State  Director 

Iowa  Small  Business  Development  Center 

Iowa  State  University 

137  Lynn  Avenue 

Ames,  I A  50010 

PHONE:  (515)292-6351   FAX:  (515)292-0020 

Kentuck/ 

Janet  S.  Holloway 

State  Director 

Kentucky  Small  Business  Development  Center 

University  of  Kentucky 

Center  for  Business  Development 

College  of  Business  &  Economics  Building 

225  Business  &  Economics  Building 

Lexington,  KY  40506-0034 

PHONE:  (606)257-7668  FAX:  (606)258-1907 


Idaho 

Ronald  R.  Hall  (Ron) 

State  Director 

Idaho  Small  Business  Development  Center 

Boise  State  University 

1910  University  Drive 

Boise,  ID  83725 

PHONE:  (208)385-1640  FAX:  (208)385-3877 


Louisiaia 
John  P.  Baker 
State  Director 

Louisiana  Small  Business  Development  Center 
Northeast  Louisiana  University 
'  College  of  Business  Administration 
700  University  Ave. 
Monroe,  LA  71209-6435 
PHONE:  (318)342-5506  FAX:  (318)342-5510 
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Maine 

Charles  Davis 

State  Director 

Maine  Small  Business  Development  Center 

University  of  Southern  Maine 

96  Falmouth  St. 

Portland,  ME  04103 

PHONE:  (207)780-4420  FAX;  (207)780-4810 

Maryland 

Woodrow  McCutchen 

State  Director 

Maryland  Small  Business  Development  Center 

Dept.  of  Economic  &  Employment  Development 

217  East  Redwood  St..   10th  Floor 

Baltimore.  MD  21202 

PHONE:  (410)333-6995  FAX:  (410)333-4460 

Massachusetts 

John  F.  Ciccarelli 

State  Director 

Massachusens  Small  Business  Development  Center 

University  of  Massachusetts- Amherst 

Room  205.  School  of  Management 

Amherst,  MA  01003 

PHONE:  (413  )545-630 1   FAX:  (413  )545- 1 273 

Michigan 

Norman  J.  Schlafmann  (Norm) 

State  Director 

Michigan  Small  Business  Development  Center 

2727  Second  Avenue 

Detroit.  MI  48201 

PHONE:  (313)577-4848  FAX:  (313)577-4222 
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Mississippi 

Raleigh  H.  Byars 

Executive  Director 

Mississippi  Small  Business  Development  Center 

University  of  Mississippi 

Old  Chemistry  Building,  Suite  2 1 6 

University,  MS  38677 

PHONE:  (601)232-5001   FAX:  (601)232-5650 

Missouri 

Max  E.  Summers 

State  Director 

Missouri  Small  Business  Development  Center 

University  of  Missouri 

300  University  Place 

Columbia,  MO  65211 

PHONE:  (314)882-0344  FAX:  (314)884-4297 

Montana 

Dave  Elenbaas 

Interim  Director 

Montana  Small  Business  Development  Center 

Montana  Department  of  Commerce 

1424  9th  Avenue 

Helena,  MT  59620 

PHONE:  (406)444-4780  FAX:  (406)444-2808 

Nebraska 

Robert  E.  Bemier  (Bob) 

State  Director 

Nebraska  Business  Development  Center 

University  of  Nebraska  at  Omaha 

60th  &  Dodge  Sts.,  CBA  Room  407 

Omaha,  NE  68182 

PHONE:  (402)554-2521   FAX:  (402)554-3747 


Minnesota 

Randall  Olson  (Randy) 

State  Director 

Minnesota  Small  Business  Development  Center 

500  Metro  Square.  121  7th  Place  East 

St.  Paul,  MN  55101-2146 

PHONE:  (612)297-5770  FAX:  (612)296-1290 


Nevada 

Sam  Males 

State  Director 

Nevada  Small  Business  Development  Center 

University  of  Nevada,  Reno 

College  of  Business  Administration-032,  Room  41 1 

Reno.NV  89557-0100 

PHONE:  {702)784-1717  FAX:  (702)784-4337 


270 


ASBDC  Membership  Directory  Apnl  1993 

New  Hampshire 

Helen  M.  Goodman 

State  Director 

New  Hampshire  Small  Business  Development  Center 

University  of  New  Hampshire 

108  McConnell  HaU 

Durham,  NH  03824 

PHONE:  (603)862-2200  FAX:  (603)862-4468 

New  Jersey 

Brenda  Hopper 

State  Director 

New  Jersey  Small  Business  Development  Center 

Rutgers  University  Graduate  School  of  Management 

1 80  University  Ave. 

Newark,  NJ  07102 

PHONE:  (201)648-5950  FAX:  (201)648-1 1 10 

New  Mexico 

Randy  W.  Grissom 

State  Director 

New  Mexico  Small  Business  Development  Center 

Sante  Fe  Community  College 

P.O.  Box  4187 

SanieFe,  NM  87502-4187 

PHONE:  (505)438-1362  FAX:  (505)438-1237 

New  York 

James  L.  King  (Jim) 

State  Director 

New  York  State  Small  Business  Development  Center 

State  University  of  New  York 

SUNY  Central  Plaza,  S-523 

Albany,  NY   12246 

PHONE:  (518)443-5398  FAX:  (518)465-4992 

North  Carolina 

Scott  R.  Daugherty 

Executive  Director 

North  Carolina  SBDC 

University  of  North  Carolina 

4509  Creedmoor  Road,  Suite  201 

Raleigh,  NC  27612 

PHONE:  (919)571-4154  FAX:  (919)571-4161 
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North  Dakota 

Walter  Keams  (Wally) 

State  Director 

North  Dakota  Small  Business  Development  Center 

University  of  North  Dakota 

1 18  Gamble  Hall,  UND,  Box  7308 

Grand  Fork,  ND  58202 

PHONE:  (701)777-3700  FAX:  (701)777-5099 

Ohio 

Holly  Schick 

State  Director 

Ohio  Small  Business  Development  Center 

77  South  High  Street 

P.O.  Box  1001 

Columbus,  OH  43226 

PHONE:  (614)466-2711   FAX:  (614)466-0829 

Oklahoma 

Grady  L.  Pennington 

State  Director 

Oklahoma  Small  Business  Development  Center 

Southeastern  Oklahoma  State  University 

P.O.  Box  2584.  Station  A 

Durant,  OK  74701 

PHONE:  (405)924-0277  FAX:  (405)924-7071 

Oregon 

Edward  Cutler,  Ph.D.,(Sandy) 

State  Director 

Oregon  Small  Business  Development  Center 

Lane  Community  College 

99  W.  10th  Avenue,  Suite  216 

Eugene,  OR  97401 

PHONE:  (503)726-2250  FAX:  (503)345-6006 

Pennsylvania 

Gregory  L.  Higgins  (Greg) 

State  Director 

Pennsylvania  Small  Business  Development  Center 

The  Wharton  School,  University  of  Pennsylvania 

444  Vance  Hall,  3733  Spruce  Street 

Philadelphia,  PA  19104-6374 

PHONE:  (215)898-1219  FAX:  (215)573-2135 
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Puerto  Rico 

Jose  M.  Romaguera 

Executive  Director 

Puerto  Rico  Small  Business  Development  Center 

University  of  Puerto  Rico 

P.O.  Box  5253  College  Station 

Mayaguez,  PR  00681 

PHONE:  (809)834-3590  FAX:  (809)834-3790 

Rhode  Island 

Douglas  H.  Jobling  (Doug) 

State  Director 

Rhode  Island  Small  Business  Development  Center 

Bryant  College 

1150  Douglas  Pike 

Smithfield.  Rl  02917 

PHONE:  (401)232-61 11   FAX:  (401)232-6416 

South  Carolina 

John  M.  Lenti 

State  Director 

The  Frank  L.  Roddey 

Small  Business  Development  Center 

Univ.  of  S.  Carolina,  College  of  Bus.  Administration 

Columbia,  SC  29201-9980 

PHONE:  (803)777-4907  FAX:  (803)777-4403 

South  Dakota 

Donald  D.  Greenfield  (Don) 
State  Director 

South  Dakota  Small  Business  Development  Center 
University  of  South  Dakota 
414  E.  Clark/ 0^.^.<i.•^.*-      i^  i  ^ 
Vermillion,  SD  57069 

PHONE:  (605)677-5279  FAX:  (605)677-5272 
-   - 1;-,  ^^ 

Tennessee 

Kenneth  J.  Bums  (Ken) 

State  Director 

Tennessee  Small  Business  Development  Center 

Memphis  State  University 

Bldg.  1 ,  South  Campus 

Memphis,  TN  38152 

PHONE:  (901)678-2500  FAX:  (901)678-4072 
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Texas-Dallas 

Beth  Huddleston 

Interim  Director 

North  Texas-Dallas  SBDC 

Bill  J.  Priest  Institute  for  Economic  Development 

1402ConnthSt. 

Dallas,  TX  75215 

PHONE:  (214)565-5833  FAX:  (214)565-5813 

Texas-Houston 

Betsy  J.  Gatewood 

Regional  Du'ector 

Univ.  of  Houston  SBDC 

University  of  Houston 

601  Jefferson,  Suite  2330 

Houston,  TX  77002 

PHONE:  (713)752-8444  FAX:  (713)752-8484 

Texas-Lubbock 

Craig  Bean 

Region  Director 

N.W.  Texas  Small  Business  Development  Center 

Texas  Tech  University 

2579  S.  Loop  289.  Suite  1 14 

Lubbock,  TX  79423 

PHONE:  (806)745-3973  FAX:  (806)745-6207 

Texas-San  Antonio 

Roben  M.  McKinley  (Bob) 

Regional  Director 

UTSA  South  Texas  Border  SBDC 

UTSA  Downtown  Center 

801  S.  Bowie  Street 

San  Antonio,  TX  78205 

PHONE:  (210)224-0791   FAX:  (210)222-9834 

Utah 

David  A.  Nimkin 

Executive  Director 

Utah  Small  Business  Development  Center 

102  West  500  South,  Suite  315 

Sah  Lake  City,  UT  84101 

PHONE:  (801)581-7905  FAX:  (801)581-7814 
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Vermont  Wisconsin 

Donald  L.  Kelpinski  William  Pinkovitz  (Bill) 

Vermont  Small  Business  Development  Center  State  Director 

Vermont  Technical  College  Wisconsin  Small  Business  Development  Center 

P.O.  Box  422  University  of  Wisconsin 

Randolph,  VT  05060  432  North  Lake  St,  Room  423 

PHONE;  (802)  728-9101  FAX:  (802)  728-3026  Madison,  Wl  53706 

PHONE:  (608)263-7794  FAX;  (608)262-3878 

Vir^n  Islands  Wyoming 

Chester  Williams  -lini  Glover 

Acting  State  Director  State  Director 

UVI  Small  Business  Development  Center  WSBDC/State  Network  Office 

fetnivorsity  of  die  Viigin  klandr.    .  j^  It^-^     .^  95 1  North  Poplar 

^RjOatoAJflST-  ''"^''■Tl^t^     JU-    ^      .  Casper,  WY  82601 

Sfc:Stem»F4it=ee8e4     ^jX^^-  '^•%o%°=^'^''°  PHONE:  (307)235-4825  fax:  (307)473-7243 
PHONE:  (809)776-3206  FAX:  (809)775-3756 

Vir^nia 

Dr.  Robert  D.  Smith  (Bob) 

Sute  Director 

Virginia  Small  Business  Development  Center 

1021  East  Cary  Street,  1 1th  Floor 

Richmond,  VA  23219 

PHONE:  (804)371-8253  FAX:  (804)371-8185 

WashingUMi 

Lyle  M.  Anderson 

State  Director 

Washington  Small  Business  Development  Center 

Washington  State  University 

245  Todd  Hall 

Pulhnan,  WA  99164^727 

PHONE:  (509)335-1576  FAX:  (509)335-0949 


C^ 


West  Yirigjnia 

State  Director 

West  Virginia  Small  Business  Development  Center 

GOCID 

1115  Virginia  St.  East 

Charleston,  WV  25301 

PHONE:  (304)558-2960  FAX:  (304)558-0127 
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Associate  Members 

Anne  Hope 

Director 

St.  Mary's  University  Business  Development  Center 

The  Stems  Building,  81  Aldemey  Drive 

Dartmouth,  Nova  Scotia 

CANADA,  B2Y  2N7 

PHONE:  (902)469-2992  FAX:  (902)469-4244 

Jay  Krysler 

Senior  Advisor 

Economic  Development  and  Tounsm 

8th  Floor,  Sterling  Place,  9940  106th  Street 

Edmonton,  Alberta 

CANADA  T5K2P6 

PHONE:  (403)  427-3685  FAX;  (403)  427-5926 

Ms.  Izabella  Firkowska 

Director 

Small  Business  Advisory  Center  -  Lodz 

UL  Piltrkowska  109/191 

90-447  Lodz,  Poland 


Mr.  Andrzej  Stasiek 

Director 

Small  Business  Advisory  Center  -  Warsaw 

4A  Zurawia  Street 

Warsaw,  Poland 

Mr.  Przemyslaw  Kulawczuk 

Director 

Small  Business  Advisory  Center  -  Gdansk 

Gdansk  Technical  University 

Building  B,  7th  Floor 

80-952  Gdansk,  Poland 
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National  SBOC  Research  Network 

Michele  Clark-Madigan 

National  SBDC  Research  Network 

State  University  of  New  York 

SUNY  Central  Plaza,  S-523 

Albany,  NY  12246 

PHONE:  (800)438-6361      FAX:  (518)443-5275 

Electronic  Bulletin  Board:      (518)  443-5264 

Legislative  Counsel 

Allen  Neece 

Thomas  Cator  (Tom) 

Neece,  Cator,  Banucle  and  Associates 

1050  17thSt.,  N.W.  Suite  810 

Washington,  DC.  20036 

PHONE:  (202)223-8607     FAX;  (202)223-8608 

Project  Consultant 

Warren  Purdy 

Marketing  Services  Associates 

P.O.  Box  8781 

Portland,  ME  04103 

PHONE;  (207)780-4866  FAX:  (207)  780-4810 

Membership  Services  Office 

Mike  May 

Membership  Services  Director 

ASBDC 

1313  Famam,  Suite  132 

Omaha,  NE  68182-0472 

PHONE:  (402)595-2387     FAX:  (402)  595-2388 


Mr.  Istvan  PidI 

Director 

Small  Business  Development  Center  -  Pecs 

Felsomalom  Str.  1 3 

Pecs,  Hungary  H-7621 


Mr.  Istvan  Bogyo 

Director 

Small  Business  Development  Center  -  Debreceni 

Debrecen,  Hungary  u.  25.  4026 
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SBDC  Mission 

ajor  economic  and  political  changes  are  transforming  the  world  we  live  in. 
Far-reaching  trade  alliances,  the  dissolution  of  major  communist  blod^ 
influences,  the  downsizing  of  our  defense  activities,  and  rapid  changes  in 
American  industry  size  and  trends— all  resulting  in  a  more  competitive, 
global  economy  here  at  home. 


America's  economy  is  dependent  on  the  vitality  and  strength  of  its  small 
businesses.  Small  firms,  able  to  respond  quickly  to  market  changes,  create  jobs 
and  lead  the  way  In  the  development  of  new  technologies. 

Entrepreneurs  are  visionaries— men  and  women  who  look  toward  the  future  to 
make  their  dreams  a  reality.  The  job  of  the  SBDC  network  is  to  help  them  see  all 
the  possibilities  and  to  offer  them  the  tools  and  infomiatk>n  they  need  to  get  the  job 
done.  By  providing  counseling,  training  and  research  assistance  in  the  start-up, 
successful  operatnn  and  expansion  of  small  businesses  and  by  facilitating  export 
and  technology  devekipment  and  transfer,  SBDCs  strengthen  business  and 
economic  devetopment  in  every  regnn  and  state  in  the  U.S. ,  Puerto  Rico  and  the 
Virgin  Islands. 

!  Benefits  and  Impact 
he  SBX  program  nationwide  has  had  a  positive  impact  on  the  natk>n's 
economy  wHh  over  3  million  people  utilizing  SBDC  resources.  A  University 
of  Houston  study  inl  991  indkated  that :  saUss  growth  of  SBDC  clients 
served  during  1988  avenged  209  penenttot  pre-venture  or  start-up 
clients  and  22  percent  for  non-pre-venture  clients  served  by  the  SBDC  networte 
Growtf)  In  Ml^bne  employment  itfss  53  pamntfor  pre-venture  clients  and 
16  penent  tof  non-pre-venture  clients. 

The  US.  General  Accounting  Office  found  that  92  percent  of  SBDC  clients 
made  business-related  dedsnns  subsequent  to  contact  with  the  program.  Neariy 
70  percent  of  the  clients  who  made  business  dedsnns  believed  that  their 
experience  with  the  SBDC  program  affected  their  dectsk>ns  in  a  positive  way. 
Sixty-nine  percent  of  SBDC  clients  reported  overall  satisfaction  with  SBDC 
setvKes. 
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The  Business  of  Helping  Small  Business 


I     hen  an  SBDC  representative  comes  to  work,  he/she  may  find  hlnnset^ 
herself  spending  the  day  on  an  asphalt  go-cart  track,  In  a  fashion 
boutique,  planning  a  new  restaurant,  or  on  the  plant  floor.  Such  was  the 
case  at  the  South  Central  Small  Business  Devetopment  Center  In 
Somerset,  Kentucky,  an  office  administered  by  Eastern  Kentucky  University  since 
1987. 

Fun  Country  of  Somerset,  a  family-owned  amusement  center  asked  for  help 
in  designing  a  business  plan  and  to  offer  sorrw  suggestions  on  marketing.  The 
owners,  a  mother-daughter  team  of  Marlene  Morgan  and  Tresa  Merrick,  opened 
Fun  Country  in  May  of  1989. 

Morgan  says  she  and  her  daughter  always  wanted  to  be  in  a  sen/Ice 
business,  helping  people.  And,  given  the  large  number  of  tourists  In  the  area,  an 
amusement  center  naturally  suggested  Itself.  But  when  the  SBDC  representative 
came  to  visit  the  business,  he  coukJnl  find  It,  Morgan  sakf.  She  learned  that,  "If 
the  customers  can't  find  you,  that's  not  good.  We  found  we  had  a  serious 
marketing  problem.' 

This  is  the  first  business  anyone  In  our  family  has  ever  owned,"  says 
Morgan.  The  prospect  of  starling  a  business  can  be  infimidating,  and  we've  made 
expensive  mistakes.'  But  they've  learned  quukly,  not  only  from  mistakes  but  from 
good  dedswns. 

SBDC  helped  her  devek>p  a  marketing  plan  and  search  for  ways  to 
make  the  operation  profitable  year-round  rather  than  just  in  the  summer. 
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Core  Counseling  Services: 

■trough  one^)rn3ne  counseling  services,  Small  Business  Devetopment 
Centers  work  with  existing  and  aspiring  snoall  business  owners  within  the  following 
core  service  areas: 


Feasibility  Studies  -  an  assessment 

of  the  individual's  readiness  and 

preparedness  to  start  and  support  a 

l>usiness  enterprise; 

Needs  Assessment  -  an  analysis  of 

the  company's  strengths, 

weaknesses  and  business 

opportunities; 

Structuring  a  Business  -  a  review 

of  the  appropriate  structure  for  the 

type  of  enterprise;  sole 

proprietorship,  partnership,  or 

corporation; 

Maricei  Research  and  MaiM 

Planning  -  a  thorough  consideration 

of  the  company's  existing  and 

potential  martwts  and  a  plan  for 

moving  products/services  to  those 

markets; 

Financial  Analysis  and  Control  - 

an  evaluatwn  of  the  company's  past 

and  present  financial  health  and 

position; 

Cash  Flow  Analysis  and  Financial 

Projections  -  a  critical  study  of  cash 

ftow  processes  and  business 

operations  forecasting; 


Debt  and  Equity  Funding 
Development  -  a  consideration  of  the 
company's  financing  requirements 
and  opportunities; 
Valuation  of  Business  -  broad 
application  of  important  tools  to 
determine  value  when  buying  or 
selling  a  business; 
Strategic  Planning  -  an  extensive 
definition  of  the  business  owner's 
vision  and  methods  for  applying  that 
vision  to  daily  decision-making; 
Accounting  Systems  -  relevant  and 
simple  recordkeeping  systerre  tor 
managing  the  business; 
Management  Issues  -  a  look  at 
company  policies  and  procedures, 
management  style,  human  resource 
management  and  organization. 

The  Small  Business  Devetopment 
Center  counseling  approach  is  one  of 
guidance  and  education,  not  of 
completing  the  dienl's  work  forHmor 
her.  Its  necessary  that  anyone 
requesting  assistance  must  have  a 
strong  personal  commitment  to  find 
and  implement  solutions  to  the  issues 
tadng^at  company 
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Core  Training  Services 

By  leveraging  the  resources  of  professionals  in  business  and  industry, 
government,  universities  and  professional  associations,  SBDCs  offer— at  nominal 
registration  fees— a  vast  range  of  wortetwps,  seminars,  conferences  and  courses. 

Training  topics  inciude, 

but  are  not  limited  to: 

Business  Plan  Preparation 
Credit  Management 
Marketing 
Financial  Analysis 
Home-based  Business 
Export  Management 
Customer  Relations 

"*  ^  Golden  Limousine  is  omed  and  operated  by  Solena 

Total  Quality  Management  Watkins.  who  commented. "/  dont  know  where  I  would  be 

Bidding  on  State  and  lodaywiltKuttheGrsalerAtlanticCitySBDC..:  Golden 

Federal  CSovemment  Contracts     ^"'^"1"^!"%'^  contractual  reladonsNps  wm 

several  Atlantic  City  casinos  and  has  grown  from  three 
cars  to  over  BO  various  siie  vehicles  to  sen/a  the  Mid- 
Anantic  region. 


Ouatty  Management  (TQM)  assistance,  our  local  SBDCs 
have  enabled  us  to  retocus  our  efforts  toward  commercial 
and  foreign  markets,  thereby  redefining  and  rejuvenating 
our  50  year  okS  business.  The  SBDC  network  is  well  ■ 
positioned  and  well  ■  qualified  to  assist  small  businesses 
with  their  diversification  efforts  and  expansion  efforts. ' 
Mr.  Frisby  was  recently  appointed  to  the  HaSonal 
SBDC  Advisory  Board. 


Special  SBDC  Programs: 

Manufacturing  and 

Tecfinology  Assistance 
Technology  Innovation 

and  Commercialization 
Product  Development 
Expon  Assistance 
Procurement  Information  and 

Technical  Assistance 
Microcomputer  Training 
Rural  Economic  Development 
Inventor  Assistance 
Disaster  Assistance 
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The  History  of  SBDC 


BOSTON  PUBLIC  LIBRARY 


3  9999  05983  537  9 


IstaWished  in  1980  when  Congress  enaded  Public  Law  96.302,  the  Small 
Business  Development  Center  program  now  includes  a  network  of  over 
700  Small  Business  Development  Centers  in  every  state,  the  Virgin 
Islands  and  Puerto  Rico.  SBDCs  provide  a  range  of  management  assistance 
services  and  programs  designed  to  help  businesses  keep  pace  in  today's 
competitive  wofW  and  to  increase  the  stability,  success,  competitiveness  and 
profitability  of  small  enterprises. 
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Membership  Services  Offce:  1313  Famam  Street,  Suite  132, 

Omaha,  Nebraska  66182 

(402)  595-2387 
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"Small  Business  OevelopmenI  Centers  (SBDCs)  serve  a  very  important  need  by  providing 
l>asic  Infonnatlon  and  counseling  to  persons  considenng  staitng  a  smalt  business  or  expanding 
their  opefatlon.  With  the  help  o(  SBDC  programs,  many  new  enterprises  have  been  launched, 
adding  significantly  to  the  economic  base  of  numerous  communities  throughout  the  country.' 

John  Calks,  executivr  vice  president 
Nathnal  Small  Buiinas  United  (NSBU) 


The  Small  Business  Development  Centers  provide  tremendous  support  to  emerging  and 
growing  businesses.  In  particular,  women-owned  businesses  benefit  from  the  business 
counseling,  educational  wort(Shops  and  conferences  offered  by  the  SBDC  Centers. 

The  National  Association  of  Women  Business  Owners  (NAWBO)  has  experienced  a  rich 
partnership  with  the  SBDCs  in  many  of  our  Chapter  cities  across  the  country.  Through 
collaboration  and  cooperation,  many  opportunities  have  become  available  to  women  business 
owners. 

"We  salute  the  efforts  of  these  programs  and  look  fonvard  to  developing  new  horizons  for  all 
small  businesses  through  the  SBDC  programs  and  sen/ices  nationwide.' 

Grace  McCanland,  president 
(HAWBO) 


"For  many  years,  the  Small  Business  Development  Centers  have  served  members  of  the 
too  trade  associations  represented  by  the  Small  Business  Legislative  Council.  The  industries 
range  from  tool  and  die  companies  to  dry  cleaners  to  bus  companies...  I  think  this  demonstrates 
the  scope  of  business  knowledge  and  skills  that  SBDC  counselors  and  educators  possess.  I 
believe  these  industries  have  been  strengthened  by  SBDC  services,  enabling  many  of  them  to 
survive  and  grow  in  a  very  compettitve  environment.  The  SBDC  program  is  one  of  the  most 
important  and  effective  business  extension  programs  in  the  country  today.' 

John  Satagaj.  president 
Small  Business  Legistavve  Council  (S&LQ 

The  SBDC  has  been  invoked  with  me  from  day  one  in  starting  and  operating  my  several 
businesses.  This  entrepreneuhal/small  business  and  development  'process'  is  still  going  on  and  is 
In  its  eleventh  yearl  I  have  included  the  SBX  as  one  of  four  key  'advisors',  along  with  my  CPA, 
attorney  and  banker.  The  SBDCs  professional  counsel  and  expertise  has  always  helped  us 
develop  a  positive  direction  toward  a  profitable  and  expanding  business.  We  literally  coukj  not 
have  done  it  without  them.' 

Lee  Borland,  Q\airman  NFIUNY; 
President — Comsec  Security  &  Fire  Systems;  Security  Press  Inc 


Each  SBDC  is  a  partnership  between  higher  education,  stale  government,  the  U.S.  Small 
Business  Administration,  and  the  private  sector  and  buikjs  on  the  diversity  and  experience  of  each 
resource  to  benefit  aspiring  and  established  entrepreneurs. 
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